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CORDES LAKES WATER COMPANY 
RATE INCREASE 

W-02060A-12-0356 



W-02060A-12-0356 

Cordes Lakes Water Company last received a rate increase on March 1, 2008, based 
upon test year data for 2006. At the time that the increase data was submitted for 
consideration the economy was very strong and the increase granted was based upon 
the revenue of new lot development fees and on turnover fees. Since 2008, moves 
have been very slow and in 201 1, no meters were installed. 

The decision for the last increase required the Company to investigate methods of 
reducing water loss from leaks and old water meters. While we continue to look for and 
repair leaks, we have not had the finances to make a major effort to reduce leaks. We 
are proposing the approval of enough funds to run the system and additional funds to 
hire a leak detection company. 

The leaks at Cordes Lakes are found to be in pipe installed before 1974. The pipe 
carries a pressure rating of '21125 which was approved by the ADEQ and Commission 
at that time. 

We are proposing an approximate increase of 20% to cover the cost of operating the 
system without the need to advance monies from outside sources. 

Arizona Corporation Commission 
DOCKETED 
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CORDES LAKES WATER COMPANY 

DOCKET U-2060 

CERTIFICATE FROM ARIZONA DEPT OF REVENUE 

MAPS RECEIPT FOR 201 1 

ADEQ COMPLIANCE LETTER 

SAMPLE BILL 





2013 PUBLIC WATER INFORMATION UPDATE CARD 
A.A.C . R l&e303(B) 

PWS ID NUMB : AZO4 1 3 3  (Please Print) 
PWS Name: TO rb.S bMAL.5 Wn- c \/ PWS Legal Owners N me 
Legal Owners Phone kin- Fax: 0- b3-7853 
Legal Owners Malting Address 0 %  & \ %  

&O 

Number of Servfce Connections:- I a 8 
Population Served: (#of persons 

Non-residential population ' Full-time Residents ( 12 months / yr) 
Or part time resldents (6-11 months/ yr) 
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ARIZONA DEPARTMENT 
ENVIRONMENTAL QUALITY 

OF i 

1190 Wst Washingtan Street Phoenix, Arizona 85007 
Henry R, Dinrln , .  b n b  K, ,f j t. . fBD2) 771 -2300 ww.azcJeJeq.gov 

Diractot 
p .a- , ,. 

.I . 
Governor 

Southern Regional Office 
WOWrt Congress Street 9 Sokc 433 Tucson, AZ 85701 

(520) 628-6733 

http://ww.azcJeJeq.gov
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-NA dkPARTME3T OF ENVIRONMENTAL QUALKTY .i I 

' WATER QUALITY DIVISION - COMPLLQNCE SECTION % *1 

UTILITY FIELD SERVICES UNIT 
LNflPWTION TCEPORT-DRRJKZNG WATER , *  I 

INSPECTION REPORT 

Ths rystem is in cornpUarncs \Kith the following ADEQ rsquirmnents: 
8 I .  

Tbis system m e #  a subdivision in Cordes Lakes with 1450 service connections. There are kwr 
w k  wells sod om inactive wll. 



CORDES LAKES WATER C PAGE 01 

Novtmbw 21,201 1 . r  
P a g ~ 3 o f 8  ' t, 

WeU #I (55609346)  b a clpy pellet chlarinator installed on the well bad. ChlorinatLy pem e 
used in the system meet the N&nal Sanitation Foundation (NSF) standard 60 far illaterials tiat 
come itrQ e t  witbd*.w systems, Treated water fills a 45,000 gallon storage talr 
urd i ~ d m d  hto ~ &stxibution system with two pssure k d c s  and a hydropnervSstiG 
tank and caters as entry point to the distribution system #OOl (EFDSOOI). 

Well #2 (55-5181%) has a h i l a r  pellet drop system and 6lls a 30,000 pillon storage taak ad is 
pmamrhd into @&em kith two pumps and a hydropneuIIlatic tank@ enters the 
distribution system BS EPDWO2. 

Well #I4 (55-609347) has th same type chlorinator. This well fills a 45,000 gallon stortqe trpk. 
Wa@siO 

, 

1 ;c " P I  

w#h t\slQ pumps and a hydropneumatic tank and enten the di&hh &e I 

at msow. T i a t w e l t w * s t s d  fot the v&ll was 55-60347. T h i S * b  notthe fa \nlall .{ 

number. The entire d l  number should be posted. 
'3 

t f  

Well #5 (55-565855) brrs a pellet drop chlorinator. This well. fills a l00,OOO gallon stcmge fapl; , 

A booster with two pumps and 8 hydropneumatic tank enter the distribution system as EPDs805, 

WeU #3 (SS&234) i&abdawd atad was physically disconnecM from the system. "here ip I p 
tank at the site that Conies Lakw is planning on moving to the Kidg Mountain boostet sh. . 

- (4 

Two additiorrrrl boostet. statinn ae in the distribution system to boost pmsm. The Kin$ , 
MouDtain and the Antdope booster stations have two pumps and a hydropneumatic tnmk. d 
atatbd above, Cordes Wres is p l d n g  on moving the storage tanfr at the abandoned w d  s& 
003 to the Kiag Mountain site hr additional storage. 

$ 

This system patidpatea in the Monitoring Assistance Program (MAP). Therefore, the sysltean is 
only m q u h d t c ~  abain4sbibution system sampl~s, and any increased monitoring v w  
identified t h m u g h W  samphg. The MAP program samples for regulated volatile o r p k  
i.bearicals (VWs), re- splthetic organic ohexnicals (SOCe), and cegulated inoq@c 
chagnicals (I0C.r). Becluse of the efficiency and the cost-effe&veness of the plyam, #was 
expended in m n t  yeurs to include asbestos, radionuclides, nitrite, nitrate, and nickel. 3 

The following is a su~ltmary afthe status of the sampling requirements af Cordes Lakes Wafts 
c o m p y :  

Tottl Coliform 

Cozdes Lakes has a poeulation of 3,000 and is required to obtain two total coliform sample 
month. CordGs Lakes is cumntly taking three total coliform samples. No deficiencies were 
noted in the monthly total coliform monitoring and reporting. Total coliform reports have been 
mbittad to AI)EQ in a timely fashion. a 

.. ' 



CURDES LAKES WPlTER C PAGE 01 



COKDES XJAKES WATER co, 
I P 0 BOX 1207 

EL CAJOM CA 92022- 1207 i 
Service: (928) 632-5445 

I- -- .- - 

IPLV\SEMAKE ADDRESS CORRECTIONS DEI-OW 

I 
I 

DETACH AND MAIL ABOVE PORTION WITH PAYMENT. KEEP R M T Q M  PORTION FORYOUR RECORDS. 

Meter Readings Readings Dates 
Description Previous Present Usage Read Code Previous Present 

Gallons iog270 108680 410 Final Reading 6/26/2512 7/21)/2 0 I 2 

Previous Balance 
Unapplied Deposit 
Water Charge 
Superfund Tax 
Sales 'Tax 
Late Fee 

$41.80 
jfF60.00) 

$12.15 
$0.00 
$0.94 
$0.62 

CREDIT BALANCE - DO NOT PAY 

SERVICE ADDRESS I- 1 
-- -- -________-__-_- __ --- 

Cons uny tio n 
3,450 
2,875 
2,300 
1,725 
1,150 

0 
575 

CfJRDES 311A.KES WATER CO. 
P 0 BOX 1207 

Service: (928) 632-5445 
EL CASON CA 92022-1207 



CORDES LAKES WATER COMPANY 

DOCKET U-2060 

SCHEDULES 



I CORDES LAKES WATER COMPANY --U-2060 
NOTES TO SCHEDULES 

Rental Expense: The Company maintains three offices. One office is located at Cordes 
Junction. This office is open for service for four hours per day. There is a one office 
person and three operators that work out of the Cordes Junction Office. This office is 
rented. A second office is located in El Cajon, California. This office handles all of the 
billing, mail collection, and has the computer server. A post office box is maintained at 
the El Cajon Office. All of the books and records for the company are kept in Tempe, 
Arizona, where the company maintains the third office. The meter reading computers 
are maintained in Tempe. Because of the shortage of funds, some of the rents have not 
been paid. 

Billing Service: This fee is paid to the office in El Cajon to avoid maintaining a payroll 
in California. This arrangement avoids the higher cost for Medical insurance and 401K 
plan Expenses. The amounts are for a supervisor and one part time office person who 
do the mailing, folding, and checking deposits. 

Payroll & Payroll Taxes: Several of the employees and officers are paid by more than 
one entity. To save money on payroll services and taxes the payroll account for the 
Cordes Lakes Water Company is charged or credited as required to allow the 
companies to write only a single paycheck. Cordes water’s senior operator works 90% 
outside of Cordes but is paid by the Company. By outside marital agreement, the 
salary for Neil Folkman is paid to Laurie Folkman. Cordes is rebated $1 5,500 per 
month. In turn, Cordes reimburses other companies for service, because of the 
revenue shortage. Some of the payments from the company have not been made. 

Meter size and Revenue: The information in the schedules present fees for l- in 
meters, but the company only has  7 active 7 -in meters and no active meters larger than 
l-in. The company installs only a 34 in short length meter, and does not install 518 x 34 
meters. The company keeps separate billing records for commercial accounts, but 
charges only the residential rate. We have not proposed a commercial rate as we 
have, with, only one exception, very small commercial customers. 



CORDES LAKES WATER COMPANY 4 - 2 0 6 0  
SCHEDULE A-I COMPUTATION OF INCREASE IN GROSS REVENUE 

REQUlREMENJS 

ADJUSTED RATE BASE $496,789 

ADJUSTED OPERATING INCOME ($17,373) 

CURRENT RATE OF RETURN 0% 

REQUIRED OPERATING INCOME 

OPERATING INCOME DEFICIENCY $68,000 

$20,000 + $30,000 FOR LEAK REPAIR 

INCREASE IN GROSS REVENUE 
REQUIREMENTS 

$48,000 TO INCLUDE $10 TO LEAK REPAIR 



w 

W 
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CORDES LAKES WATER COMPANY - U-2060 
SCHEDULE A 4  -- CONSTRUCTION EXPENDITURES AND GROSS 

UTILITY PLANT IN SERVICE 

YEAR CONSTRUCTION 
EXPENDITURES 

2009 $3,523 

2010 $1,165 

TEST YEAR $4,949 

2012 $1 0,000 

201 3 $43,000 

2014 $40,000 

GROSS 
PLANT IN 
SERVICE 

$595,790 

$596,655 

$601,604 

$616,604 

$659,604 

$699,604 



CORDES LAKES WATER COMPANY- U-2060 
SCHEDULE B-I -- SUMMARY OF ORIGINAL COST RATE BASE 

e 
GROSS UTILITY PLANT IN SERVICE 

LESS ACCUMULATED DEPRECIATION 

NET UTILITY PLANT IN SERVICE 

PLUS: ALLOWANCE FOR WORKING CAPITAL 
LESS: SERVICE DEPOSITS 
LESS: METER ADVANCES 

NET 

TOTAL ORIGINAL COST RATE BASE 

$601,634 

$1 39,7 12 

$461,922 

$74,147 
$18,170 
$21,110 
$34,867 

$496,789 



CORDES LAKES WATER COMPANY - U-2060 
SCHEDULE 6-2 & 6-3 - PROFORMA ADJUSTMENTS 

NO PROFORMA ADJUSTMENTS ARE BEING PRESENTED 

I 

l a 
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CORDES LAKES WATER COMPANY - U-2060 
SCHEDULE B-4 

l 
THE COMPANY WILL NOT PRODUCE ANY RECONSTRUCTION COST DATA 

a 



CORDES LAKES WATER COMPANY - U-2060 
SCHEDULE 6-5 ALLOWANCE FOR WORKING CAPITAL 

1/24 ELECTRIC $1,322 

1/08 OPERATING & MAINTENANCE $72,825 
WORKING CAPITAL $74,147 

0 & M CALCUIATED USING TOTAL EXPENSES (C-I) 
LESS DEPRECIATION AND ELECTRIC 



I 
I CORDES LAKES WATER COMPANY - U-2060 

SCHEDULE C-I AND C-2 

THERE ARE NO ADJUSTMENTS BEING PRESENTED IN THESE SCHEDULES. 



I CORDES LAKES WATER COMPANY - U-2060 
SCHEDULE C-3 ADJUSTMENTS AS TO TAXES 

IT IS EXPECTED THAT ONLY THE STATE MINIMUM $45.00 WILL BE PAID IN THE NEXT 
FIVE YEARS. 
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CORDES LAKES WATER COMPANY - U-2060 
SCHEDUEL D-I COST OF CAPITAL 

ITEM END OF TEST YEAR 

AMT RATE AMT RATE 

END OF PROJECTED YEAR 

LONG TERM DEBT 0 $50,000 0 

SERVICE DEPOSIT $18,170 6% $20,000 6% 



CORDES LAKES WATER COMPANY - U-2060 
SCHEDULE -- E-I COMPARATIVE BALANCE SHEET e 

PRIOR PERIOD 2009 PRIOR PERIOD 2010 TEST YEAR 2011 

ASSETS 
LAND 
PUMP HOUSE & FENCES 
WELLS 
PUMPS 
TANKS 
WATER MAINS 
METERS 
VEHICLES 
EQUl PM ENT 
OFFICE 

ASSETS 

ACCUMULATED DEPRECIATION 

LIABILITIES 
CUSTOMER DEPOSIT 
METER ADVANCES 

@ 401K PAYABLE 
TOTAL LIABILITIES 

DEFERRED CREDIT 

CAPfTAL 
STOCK 
RETAINED EARNINGS 

35,665 
6,657 

167,348 
26,558 
141,632 
15,099 
69,677 
69,049 
59,315 
4,490 

595,490 

35,665 
6,657 

167,348 
26,558 
141,632 
15,099 
70,842 
69,049 
59,315 
4,490 

596,655 

35,665 
6,657 

167,348 
26,558 
141,632 
15,099 
70,842 
71,461 
59,315 
7,027 

601,604 

135,024 171,566 139,712 

16,980 
25,853 
18,902 
61,735 

51,589 

50,000 
595,520 

17,360 
23,726 
21,164 
62,250 

47,403 

50,000 
596,685 

18,170 
21,110 
26,487 
65,767 

43,219 

50,000 
601,634 

e 



CORDES LAKES WATER COMPANY - U-2060 
SCHEDULE -- E-2 COMPARATIVE INCOME STATEMENT 

SALES 
RECEIVED FOR CONTRACT LABOR 

TOTAL INCOME 

DEPRECIATION 
INCOME TAXES 
PROPERTY TAXES 
SALES TAX 
PAYROLL TAXES 
PAYROLL 
CONTRACT LABOR PAID 
E M PLOY E E B EN E F ITS 
PURCHASED POWER 
REPAIR & MAlNT 
SUPPLIES 
ACCOUNTING 
BILLING SERVICES 
COMPUTER PROGRAMMING 
LEGAL 
WATER TESTING 
RENTS 
TRANSPORTATION EXP 
MEDICAL INSURANCE 
LIABILITY INSURANCE 
PERMITS 
TRAVEL 
UTILITIES EXCEPT ELECTRIC 
BANK CHARGES 
PAYROLL SERVICE 

TOTAL EXPENSES 
OPERATING INCOME 

CONTRIB IN AID W/O 

PRIOR YEAR 
ENDING 

12/31/2009 

468,2 10 

647,108 

36,446 
0 

15,763 
31,542 
3 1,080 
323,380 
13,597 
20,902 
30,697 
111,116 
16,118 
3,550 
23,752 

756 
0 

10,604 
32,960 
8,594 
41,088 
7,834 
1,000 

0 
2,200 
1,927 
1,72 1 

630,181 
16,927 

178,898 

4,185 

PRIOR YEAR PRIOR YEAR 
ENDING 

12/31/2010 

447,015 
182,936 
629,951 

35,443 
45 

9,137 
29,165 
86,724 
270,046 
18,095 
21,164 
29,365 
17,221 
14,992 
3,650 
24,031 
2,161 

0 
7,111 
31,225 
9,821 
39,764 
17,859 
1,000 

0 
3,071 
1,406 
1,568 

638,621 
-8,670 

4,185 

ENDING 
12/3 1/2011 

436,451 
167,692 
604,143 

37,195 
45 

18,187 
32,458 

175 
309,095 
10,312 
29,422 
31,723 
12,650 
14,491 
3,660 
24,118 
3,511 

0 
1,806 
28,150 
8,995 
33,033 
14,936 
2,000 

0 
3,391 
1,304 
859 

621,516 
-17,373 

4,185 
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CORDES LAKES WATER COMPANY -- U-2060 
I SCHEDULE E-5 DETAIL OF UTILITY PLANT 

~0 I 

I DESCRl PTlON 

STRUCTURES 

WELLS 

PUMPS 

TANKS 

WATERLINES 

M ETE RS 

EQUIPMENT 

0 TRUCKS 

OFFICE 

LAND 

END OF TEST NET ADDITIONS END OF 
YEAR 2011 YEAR 2011 PRIOR YR 2010 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

$ 

TOTALPLANT $ 

ACCUMDEPR $ 

NETPLANT $ 

6,657 

167,348 

26,558 

141,632 

15,099 

70,842 

59,315 

71,461 $ 

7,027 $ 

35,665 

601,604 $ 

13 9,7 12 

461,892 $ 

$ 

$ 

$ 

$ 

5 

$ 

$ 

2,412 $ 

2,537 $ 

$ 

4,949 $ 

$ 

4,949 $ 

6,657 

167,348 

26,558 

141,632 

15,099 

70,842 

59,315 

69,049 

4,490 

35,655 

596,655 

171,566 

425,089 

a 



CORDES LAKES WATER COMPANY -- U-2060 
SCHEDULE -- E-7 OPERATING STATISTICS 

RESIDENTIAL CUSTOMER NUMBERS 

RESIDENTIAL CUSTOMER USAGE 
MILLIONS GALLONS 

AVERAGE ANNUAL GALLONS 
RESIDENTIAL CUSTOMER 

AVERAGE ANNUAL REVENUE 
RESIDENTAL CUSTOMER 

ELECTRIC COST $ PER 1000 GALLONS 

2011 2010 2009 

1,317 1,300 1,318 

65,496 64,025 74,682 

49,170 49,250 56,630 

$331 $343 $343 

$0.48 $0.46 $0.40 



CORDES LAKES WATER COMPANY --U-2060 
SCHEDULE F-1 -- PROJECTED INCOME STATEMENT 

TEST YEAR PROJECTED PROJECTED 
ENDING YEAR YEAR 

12/31/2011 12/31/2012 12/31/2012 
PRESENT RATE PROPOSED RATE 

SALES 
RECEIVED FOR CONT LABOR 

TOTAL INCOME 

DEPRECIATION 
INCOME TAX 
PROPERTY TAX 
SALES TAX 
PAYROLL TAX 
PAYROLL 
CONTRACT LABOR PAID 
EMPLOYEE BENEFITS 
PURCHASED POWER 
REPAIR & MAINT 
SUPPLIES 
ACCOU NTI NG 
BILLING SERVICE 
COMPUTER PROGRAM 
LEGAL AND RATE CASE 
WATER TESTING 
RENTS 
TRANSPORTATION EXP 
MEDICAL INSURANCE 
LIABtLITY INSURANCE 
PERMITS 
TRAVEL 
UTILITIES EXCEPT ELECTRIC 
BANK CHARGES 
PAYROLL SERVICE 

TOTAL EXPENSES 

OPERATING INCOME 

CONTRIB IN AID OF CONST 

NET INCOME 

$ 436,451 $ 
$ 167,692 $ 
$ 604,143 $ 

$ 37,195 $ 

$ 18,187 $ 
$ 32,458 $ 
$ 175 $ 
$ 309,095 $ 
$ 10,312 $ 
$ 29,422 $ 
$ 31,723 $ 
$ 12,650 $ 
$ 14,491 $ 
$ 3,660 $ 
$ 24,118 $ 
$ 3,511 $ 

$ 
$ 1,806 $ 
$ 28,150 $ 
$ 8,995 $ 
$ 33,033 $ 
$ 14,936 $ 

$ 45 $ 

$ 2,000 $ 
$ 

$ 3,391 $ 
$ 1,304 $ 
$ 859 $ 
$ 621,516 $ 

$ (17,373) $ 

$ 4,185 $ 

$ (13,188) $ 

450,000 $ 
168,000 $ 
618,000 $ 

42,000 $ 

18,500 $ 
33,000 $ 

175 $ 
309,000 $ 

32,000 $ 
33,000 $ 

14,600 $ 
3,700 $ 

25,000 $ 

5,000 $ 

33,000 $ 

35,000 $ 
15,000 $ 

2,500 $ 
500 $ 

3,200 $ 
1,500 $ 

643,620 $ 

(25,620) $ 

4,185 $ 

(21,435) $ 

45 $ 

12,000 $ 

12,000 $ 

1,000 $ 

2,000 $ 

9,000 $ 

900 $ 

527,000 
168,000 
695,000 

42,000 
45 

18,500 
39,500 

175 
309,000 

12,000 
32,000 
33,000 
35,000 
15,000 

3,700 
25,000 

1,000 
5,000 
2,000 

33,000 
9,000 

35,000 
15,000 
2,500 

500 
3,200 
1,500 

900 
673,520 

21,480 

4,185 

25,665 



~ 

* 
CORDES LAKES WATER COMPANY -- U-2060 
SCHEDULE F-3 - PROJECTED CONSTRUCTION l a  

TEST YEAR YEAR YEAR YEAR 
ENDING ENDING ENDING 

12/31/2012 12/31/2013 12/31/2014 

LAND 

PUMP HOUSES & FENCES 

WELLS 

PUMPS 

TANKS 

MAlNS 

METER & SERVICES 

$ 5,000 $ 3,000 

$ 30,000 $ 30,000 

$ 10,000 $ 10,000 $ 10,000 

$ 2,537 $ 2,000 

THE $30,000 SHOW FOR 2013 & 2014 IS DESIGNATED FOR LEAK DETECTION AND REPAIR, 
THE $10,000 SHOWN FOR 2013 & 2014 IS DESIGNATED FOR METER LOSS PREVENTION. 

I .  
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CORDES LAKES WATER COMPANY -- U-2060 
SCHEDULE F-4 ASSUMPTIONS USED IN PROJECTIONS a 

1 CUSTOMER GROWTH 5 PER YEAR 
2 INFLATION 0.50% 
3 ELECTRIC INCREASE 2.50% 
4 CONSTRUCTION EXPENDITURE 

$30,000 FOR TWO YEARS FOR LEAK 
DETECTION AND REPAIR 
$10,000 FOR THREE YEARS FOR METER 
TESTING AND REPLACEMENT 

5 CAPITAL CHANGES LOAN TO COVER LEAK DETECTION AND 
REPAIRS. ALL LOANS AT PRIME RATE. 



SCHEDULE H-1 --SUMMARY OF REVENUE PRESENT 
AND PROPOSED RATES 

l CUSTOMER CLASSIFICATIO N 

ALL CLASSES 

ESTABLISHMENT CHARGE 
ESTAB LlSH M E NT CHG-AFTER HOURS 
RECONNECT CHARGE 
RECONNECT CHARGE - AFTER HOURS 
NSF CHARGE 
METER REREAD - NO CHARGE IF CORRECT 
METER TEST - NO CHARGE IF CORRECT 
DEFERRED PAYMENT (PER MONTH) 
DEPOSIT AMOUNT 
DEPOSIT INTEREST 

LATE CHARGE (PER MONTH) 
ROAD CUlTING OR BORING 

RE-ESTABLISHMENT (WITHIN 12 MONTHS) 

PRESENT PROPOSED % 
RATE RATE INCREASE 

$25.00 
$35.00 

$25.00 
$12.50 

$25.00 
1.50% 

$15.00 

$10.00 

* 
* 
** 

"PER COMMISSION RULE A.A.C. R14-2-4036 
**NUMBER OF MONTHS OFF SYSTEM TIMES MONTHLY MINIMUM 

PER COMMISSION RULE A.A.C. R14-2-4030 

SERVICE LINE AND METER INSTALLATION CHARGES (REFUNDABLE) 

1.50% 
COST 

3/4 - IN METER 
1-IN METER 

1-1/2 IN METER 
2-IN METER 
3-IN METER 
4-IN METER 
6-IN METER 

SERV LINE 
$ 355.00 
$ 405.00 
$ 440.00 
$ 600.00 
$ 775.00 

$ 1,670.00 
$ 1,110.00 

$30.00 
$40.00 
$20.00 
$30.00 
$15.00 

$25.00 
1.50% 

$12.00 

* 
* 
**  

2.00% 
COST 

METER 
$ 165.00 
$ 205.00 
$ 415.00 
$ 915.00 
$ 1,420.00 
$ 2,250.00 
$4,445.00 

20 
14 
33 
20 
20 
20 
0 
0 
0 
0 
0 

33 
0 

TOTAL 
$ 520.00 
$ 610.00 
$ 855.00 
$ 1,515.00 
$ 2,195.00 
$ 3,360.00 
$ 6,115.00 



CORDES LAKES WATER COMPANY -- U-2060 
SCHEDULE H-3 CHANGES IN RESPRESENTATIVE RATE SCHEDULE e 
BLOCK PRESENT PRESENT PRESENT PRESENT 

BASE EXCESS EXCESS EXCESS 
RATE 1 = 3000 3 = 8000 8000 = ABOVE 

0 $1 1 .oo $2.80 $4.30 $5.00 
3000 $1 9.40 
8000 $40.90 

20000+ $100.90 

PROPOSED PROPOSED PROPOSED PROPOSED 
BASE EXCESS EXCESS EXCESS 
RATE 1 = 3000 3 = 8000 8000 = ABOVE 

GALLONS GALLONS GALLONS 

0 $1 3.50 $3.30 $5.25 $6.00 
3000 $23.10 

$49.35 
$121.35 
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CORDES LAKES WATER COMPANY -- U-2060 
SCHEDULE H-4 TYPICAL BILL ANALYSIS 

USAGE PRESENT PROPOSED INCREASE % 0 
RATE RATE 

0 $ 11.00 $ 13.50 $ 2.50 
1000 $ 13.80 $ 16.80 $ 3.00 
2000 $ 16.60 $ 20.10 $ 3.50 
3000 $ 19.40 $ 23.40 $ 4.00 
4000 $ 23.70 $ 28.65 $ 4.95 
5000 $ 28.00 $ 33.90 $ 5.90 
6000 $ 32.30 $ 39.15 $ 6.85 
7000 $ 36.60 $ 44.40 $ 7.80 
8000 $ 40.90 $ 49.65 $ 8.75 
9000 $ 45.90 $ 55.65 $ 9.75 
10000 $ 50.90 $ 61.65 $ 10.75 
11000 $ 55.90 $ 67.65 $ 11.75 
12000 $ 60.90 $ 73.65 $ 12.75 
13000 $ 65.90 $ 79.65 $ 13.75 
14000 $ 70.90 $ 85.65 $ 14.75 
15000 $ 75.90 $ 91.65 $ 15.75 
16000 $ 80.90 $ 97.65 $ 16.75 
17000 $ 85.90 $ 103.65 $ 17.75 
18000 $ 90.90 $ 109.65 $ 18.75 
19000 $ 95.90 $ 115.65 $ 19.75 
20000 $ 100.90 $ 121.65 $ 20.75 
25000 $ 125.90 $ 151.65 $ 25.75 
30000 $ 150.90 $ 181.65 $ 30.75 
35000 $ 175.90 $ 211.65 $ 35.75 
40000 $ 200.90 $ 241.65 $ 40.75 
50000 $ 250.90 $ 301.65 $ 50.75 
60000 $ 300.90 $ 361.65 $ 60.75 
80000 $ 400.90 $ 481.65 $ 80.75 
100000 $ 500.90 $ 601.65 $ 100.75 

22.7% 
21.7% 
21.1% 
20.6% 
20.9% 
21.1% 
21.2% 
21.3% 
21.4% 
21.2% 
21.1% 
21.0% 
20.9% 
20.9% 
20.8% 
20.8% 
20.7% 
20.7% 
20.6% 
20.6% 
20.6% 
20.5% 
20.4% 
20.3% 
20.3% 
20.2% 
20.2% 
20.1% 
20.1% 



CORDES LAKES WATER COMPANY -- U-2060 
SCHEDULE H-5 BILL COUNT 

BLOCK 
USAGE 

0 
0-1000 

1000-2000 
2000-3000 
3000-4000 
4000-5000 
5000-6000 
6000-7000 
7000-8000 
8000-9000 
9000-10000 
10000-11000 
11000-1 2000 
12000-13000 
13000-14000 
14000-15000 
15000- 16000 
16000- 17000 
17000-18000 
18000-19000 
19000-2 0000 
20000-25000 
2 5000-30000 
30000-35000 
35000-40000 
40000-50000 
50000-75000 
7 5000- 100000 

loo+ 

BILL 
COUNT 

986 
2,086 
2,316 
2,211 
2,012 
1,559 
1,161 
793 
563 
407 
296 
2 54 
158 
143 
90 
92 
67 
54 
42 
42 
32 
112 
34 
20 
13 
9 
7 
14 
1 

CUM U LATlVE 
NO 

986 
3,072 
5,388 
7,599 
9,611 
11,170 
12,331 
13,124 
13,687 
14,094 
14,390 
14,644 
14,802 
14,945 
15,035 
15,127 
15,194 
15,248 
15,290 
15,332 
15,364 
15,476 
15,510 
15,530 
15,543 
15,552 
15,559 
15,573 
15,574 

BILLS 
%TOTAL 
6.3% 
19.7% 
34.6% 
48.8% 
61.7% 
71.7% 
79.2% 
84.3% 
87.9% 
90.5% 
92.4% 
94.3% 
95.0% 
96.0% 
96.5% 
97.1% 
97.6% 
97.9% 
98.2% 
98.4% 
98.7% 
99.4% 
99.6% 
99.7% 
99.8% 
99.9% 
99.9% 
100.0% 
100.0% 

CUM ULATIVE 
AMOUNT 

0 
1,043 
4,517 
10,044 
17,086 
24,101 
30,486 
35,641 
39,863 
43,322 
46,134 
48,801 
50,618 
52,394 
53,609 
54,943 
55,981 
56,872 
57,607 
58,384 
59,008 
61,528 
62,463 
63,113 
63,600 
64,005 
64,038 
65,263 
65,363 

CONSUMPTION 
% TOTAL 

0.0% 
1.6% 
6.9% 
15.4% 
26.1% 
36.9% 
46.6% 
54.5% 
61.0% 
66.3% 
70.6% 
74.7% 
77.4% 
80.2% 
82.0% 
84.1% 
85.6% 
87.0% 
88.1% 
89.3% 
90.3% 
94.1% 
95.6% 
96.6% 
97.3% 
97.9% 
98.0% 
99.8% 
100.0% 
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CORDES LAKES WATER COMPANY 
ORIGINAL 

DOCKET NO W-02060A-I 2-0356 

ADDITIONS TO RATE INCREASE APPLICATION 

SUBMITTED AUGUST 6,2012 



CORDES LAKES WATER COMPANY 

DOCKET NO W-02060A-I 2-0356 

ADDITIONS REQUESTED BY CARMEN MADRID 

ADDITIONS REQUESTED BY MARY RIMBACK 
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CORDES LAKES WATER COMPANY --W-02060A-I 2-0356 
SCHEDULE H-5 -1 BILL COUNT 3/4 METERS 

BLOCK 
USAGE 

0 
0-1000 

1000-2000 
2000-3000 
3000-4000 
4000-5000 
5000-6000 
6000-7000 
7000-8000 
8000-9000 
9000- 10000 
10000-11000 
11000-12000 
12000-13000 
13000-14000 
14000- 15000 
15000- 16000 
16000-17000 
17000- 18000 
18000- 19000 
19000- 2 0000 
20000-2 5000 
25000-30000 
30000-35000 
35000-40000 
40000-50000 
50000-75000 
75000-100000 

TOTALS 

BILL CUMULATIVE 
COUNT NO 

986 
2,072 
2,313 
2,203 
1,999 
1,548 
1,155 

560 
406 
296 
2 54 
158 
143 
90 
92 
67 
54 
42 
42 
32 
112 
34 
20 
13 
9 
6 
5 

788 

986 
3,058 
5,371 
7,574 
9,573 
11,121 
12,276 
13,064 
13,624 
14,030 
14,326 
14,580 
14,738 
14,881 
14,971 
15,063 
15,130 
15,184 
15,226 
15,268 
15,300 
15,412 
15,446 
15,466 
15,479 
15,448 
15,494 
15,499 
15,499 

BILLS 
%TOTAL 

6.3% 
19.7% 
34.7% 
48.9% 
61.8% 
71.8% 
79.2% 
84.3% 
87.9% 
90.5% 
92.4% 
94.1% 
95.1% 
96.0% 
96.6% 
97.2% 
97.6% 
98.0% 
98.2% 
98.5% 
98.7% 
99.4% 
99.7% 
99.8% 
99.9% 
99.9% 
100.0% 
100.0% 
100.0% 

AVERAGE CUSTOMERS 
AVERAGE CONS U MPTl ON 
MEDIAN CONSUMPTION 

CUMU LATlVE 
AMOUNT 

0 
3,048 
5,371 
10,044 
17,086 
24,101 
30,486 
35,641 

43,322 
46,134 
48,801 
50,618 
52,394 
53,609 
54,943 
55,98 1 
56,872 
57,607 
58,384 
59,008 
61,528 
62,463 
63,113 
63,600 
64,005 
64,038 
65,263 
65,363 

39,863 

1,298 
3,100 
7,100 

CONSU MPTl 0 N 
% TOTAL 

0.0% 
1.6% 
6.9% 
15.4% 
26.1% 
36.9% 
46.6% 
54.5% 
61.0% 
66.3% 
70.6% 
74.7% 
77.4% 
80.2% 
82 .O% 
84.1% 
85.6% 
87 .O% 
88.1% 
89.3% 
90.3% 
94.1% 
95.6% 
96.6% 
97.3% 
97.9% 
98.0% 
99.8% 
100.0% 



CORDES LAKES WATER COMPANY --W-02060A-I 2-0356 
SCHEDULE H-5 -2 BILL COUNT I-INCH METERS 

BLOCK BILL CUMULATIVE 81 LLS CUMULATIVE CONSUMPTION 
USAGE COUNT NO %TOTAL AMOUNT % TOTAL 

0 
0-1000 

1000-2000 
2000-3000 
3000-4000 
4000-5000 
5000-6000 
6000-7000 
7000-8000 
8000-9000 

13 
13 
8 
13 
11 
6 
4 
3 
1 

13 
26 
34 
47 
58 
64 
68 
71 
72 

TOTALS 72 

SCHEDULE H5-3 BILL COUNT 2-INCH METERS 

60000-65000 
65000-70000 1 
70000-75000 
75000-80000 
80000-85000 2 
85000-90000 4 
90000-95000 1 
95000-100000 2 

100000+ 2 

THERE IS ONE 1-1/2 METER WHICH WAS OFF FOR THE ENTIRE YEAR 



t .  ' 

CORDES LAKES WATER COMPANY -- W-02060A-12-0356 
SCHEDULE H-4 TYPICAL BILL ANALYSIS 

I 

USAGE PRESENT PROPOSED INCREASE 
RATE RATE 
PER DECISION 

701 70 

O $  
1000 $ 
2000 $ 
3000 $ 
4000 $ 

6000 $ 
7000 $ 
8000 $ 

so00 $ 

9000 $ 
10000 $ 
11000 $ 
12000 $ 
13000 $ 
14000 $ 
15000 $ 
16000 $ 
17000 $ 
18000 $ 
19000 $ 
20000 $ 
25000 $ 
30000 $ 
35000 $ 
40000 $ 

60000 $ 
80000 $ 

50000 $ 

100000 $ 

11.00 $ 
13.80 $ 
16.60 $ 
19.40 $ 
23.70 $ 
28.00 $ 
32.30 $ 
36.60 $ 
40.90 $ 
45.90 $ 
50.90 $ 
55.90 $ 
60.90 $ 
65.90 $ 
70.90 $ 
75.90 $ 
80.90 $ 
85.90 $ 

95.90 $ 

125.90 $ 
150.90 $ 
175.90 $ 
200.90 $ 
250.90 $ 
300.90 $ 
400.90 $ 
500.90 $ 

90.90 $ 

100.90 $ 

13.50 $ 
16.80 $ 

23.40 $ 
28.65 $ 
33.90 $ 
39.15 $ 
44.40 $ 
49.65 $ 
55.65 $ 
61.65 $ 
67.65 $ 
73.65 $ 
79.65 $ 
85.65 $ 
91.65 $ 
97.65 $ 
103.65 $ 
109.65 $ 
115.65 $ 
121.65 $ 
151.65 $ 
181.65 $ 
211.65 $ 
241.65 $ 
301.65 $ 
361.65 $ 
481.65 $ 
601.65 $ 

20.10 $ 

2.50 
3 .OO 
3.50 
4.00 
4.95 
5.90 
6.85 
7.80 
8.75 
9.75 
10.75 
11.75 
12.75 
13.75 
14.75 
15.75 
16.75 
17.75 
18.75 
19.75 
20.75 
25.75 
30.75 
35.75 
40.75 
50.75 
60.75 
80.75 
100.75 

% 

22.7% 
21.7% 
21.1% 
20.6% 
20.9% 
21.1% 
21.2% 
21.3% 
21.4% 
21.2% 
21.1% 
21.0% 
20.9% 
20.9% 
20.8% 
20.8% 
20.7% 
20.7% 
20.6% 
20.6% 
20.6% 
20.5% 
20.4% 
20.3% 
20.3% 
20.2% 
20.2% 
20.1% 
20.1% 



CORDES LAKES WATER COMPANY --W-02060A-I 2-0356 
201 1 SERVICE CHARGES COLLECTED 

JAN 
FE8 
MAR 
APR 
MAY 
JUN 
JUL 
AUG 
SEP 
OCT 
NOV 
DEC 

TOTALS 

TOTAL FEES 

ESTAB 
FEE 

$475 
$825 
$625 
$700 
$675 
$600 
$500 
$550 
$550 
$550 
$325 
$450 

$6,825 

$8,090 

RECONN 
FEE 

$1 35 
$135 
$75 
$45 
$1 50 
$90 
$0 

$75 
$55 

$120 
$1 5 
$150 

$1,045 

AFTER HRS 
RECONNECT 

$25 
$25 
$25 
$50 
$25 
$0 
$0 
$0 
$0 
$0 
$0 
$0 

$1 50 

RE-ESTAB 
FEE 

$0 
$0 
$0 
$0 
$0 
$0 
$0 
$1 5 
$55 
$0 
$0 
$0 

$70 
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CORDES LAKES WATER COMPANY 

1 

DOCKET NO W-02060A-12-0356 

ADDITIONS AND REVISIONS TO RATE INCREASE 
APPLICATION 

SUBMITTED SEPTEMBER 24,2012 



CORDES LAKES WATER COMPANY 

DOCKET NO W-02060A-I 2-0356 

ADDITIONS REQUESTED BY MARY RIMBACK 

ADDITIONS REQUESTED BY DEL SMITH 

SUBMITTED SEPTEMBER 24,2012 



I . 

CORDES LAKES WATER COMPANY -DOCKET NO W-0206OA-12-0356 

PER REQUEST OF MARY RIMBACK 

THE FOLLOWING IS PROVIDED 

We have revised all Income statements to separate Water Sales from Miscellaneous 
Revenue Items. These statements are: A2 E2 F I  

The Company uses a billing program to generate the Water Bills and Cash Receipts 
and the Sales Tax Reports. A separate General Ledger program accounts for the 
Checking Account and Profit and Loss. We have calculated net Water Sales for both 
methods. By the General Ledger Method, we show net sales as $403,353. By the 
Water Billing Program, we show net sales of $407,858. The difference is less than 1%. 
We used $403,353. 



CORDES LAKES WATER COMPANY -W-02060A-12-0356 
SCHEDULE A-I COMPUTATION OF INCREASE IN GROSS REVENUE 

REQUIREMENTS 

ADJUSTEDRATEBASE $496,789 

ADJUSTED OPERATING INCOME ($17,373) 

CURRENT RATE OF RETURN 0% 

REQUIRED OPERATING INCOME 
WITHOUT SURCHARGE $37,000 

REQUIRED RATE OF RETURN 8% 

OPERATING INCOME DEFICIENCY $68,000 

INCREASE IN GROSS REVENUE $77,000 
REQUIREMENTS TO COVER BOTH 
SURCHARGES 

AS INDICATED ABOVE THE COMPANY IS REQUESTING: 

Income to Cover Loss $17,000 

Income to Generate Profit $20,000 

Water Loss Repair Surcharge $30,000 

Meter Replacement Surcharge $1 0,000 

Total $77,000 
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~ CORDES LAKES WATER COMPANY W-02060A-12-0356 
1 SCHEDULE A-2 (B) I 

SALES AS REPORTED ON ORIGINAL APPLICATION 

SALES (BASED UPON COLLECTIONS) 

NON WATER COMPANY ADJUSTMENT 
BAD CHECKS 
DEPOSIT ACCOUNT BALANCE 
METER REFUND ACCT. BALANCE 
MlSC ACCT ADJ (ESTAB,RECONNECT, ETC) 
SALES TAX COLLECTED 

NET WATER SALES 

$ 436,451.00 

$ 1 1,034.00 
$ (2,707.00) 
$ 1,810.00 
$ (2,6 1 6.00) 
$ (8,161 .OO) 
$ (32,458.00) 
$ 403,353.00 

TO VERIFY AMOUNTS WE PROVIDE 
SALES (BASED UPON BILLING (SALES TAX) $ 414,112.00 
BAD DEBT $ (6,254.00) 

NET WATER SALES $ 407,858.00 

THE ABOVE TABLE IS BASED UPON WATER RECEIPTS COLLECTED 



CORDES LAKES WATER COMPANY - W-02060A-12-0356 
SCHEDULE -- REVISED E-2 COMPARATIVE INCOME STATEMENT 

SALES 
MlSC INCOME (NET) 
RECEIVED FOR CONTRACT LABOR 

TOTAL INCOME 

DEPRECIATION 
INCOME TAXES 
PROPERTY TAXES 
SALES TAX 
PAYROLL TAXES 
PAYROLL 
CONTRACT LABOR PAID 
EMPLOYEE BENEFITS 
PURCHASED POWER 
REPAIR & MAINT 
SUPPLIES 
ACCOUNTING 
BILLING SERVICES 
COMPUTER PROGRAMMING 
LEGAL 
WATER TESTING 
RENTS 
TRANSPORTATION EXP 
MEDICAL INSURANCE 
LIABILITY INSURANCE 
PERMITS 
TRAVEL 
UTILITIES EXCEPT ELECTRK 
BANK CHARGES 
PAYROLL SERVICE 

TOTAL EXPENSES 
OPERATING INCOME 

CONTRIB IN AID W/O 

NET INCOME 

PRIOR YEAR 
ENDING 

12/31/2009 

468,210 

178,898 
647,108 

36,446 
0 

15,763 
31,542 
31,080 
323,380 
13,597 
20,902 
30,697 
11,116 
16,118 
3,550 
23,752 

756 
0 

10,604 
32,960 
8,594 
41,088 
7,834 
1,000 

0 
2,200 
1,927 
1,721 

630,181 
16,927 

4,185 

PRIOR YEAR PRIOR YEAR 
ENDING 

12/31/2010 

447,015 

182,936 
629,951 

35,443 
45 

9,137 
29,165 
86,724 
270,046 
18,095 
21,164 
29,365 
17,221 
14,992 
3,650 
24,031 
2,161 

0 
7,111 
31,225 
9,82 1 
39,764 
17,859 
1,000 

0 
3,071 
1,406 
1,568 

638,621 
-8,670 

4,185 

ENDING 
12/31/2011 

403,3 5 3 
640 

167,692 
571,685 

37,195 
45 

18,187 

175 
309,095 
10,312 
29,422 
31,723 
12,650 
14,491 
3,660 
24,118 
3,511 

0 
1,806 
28,150 
8,995 

33,033 
14,936 
2,000 

0 
3,391 
1,304 
859 

589,058 
-17,373 

4,185 

-13,188 



CORDES LAKES WATER COMPANY --W-02060A-12-0356 
SCHEDULE REVISED F-1 -- PROJECTED INCOME STATEMENT 

TEST YEAR PROJECTED PROJECTED 
ENDING YEAR YEAR 

12/31/2011 12/31/2012 12/31/2012 
PRESENT RATE PROPOSED RATE 

SALES 
MlSC INCOME (NET) 
RECEIVED FOR CONT LABOR 

TOTAL INCOME 

DEPRECIATION 
INCOME TAX 
PROPERTY TAX 
SALES TAX 
PAYROLL TAX 
PAYROLL 
CONTRACT LABOR PAID 
EMPLOYEE BENEFITS 
PURCHASED POWER 
REPAIR & MAINT 
SUPPLIES 
ACCOUNTING 
BILLING SERVICE 
COMPUTER PROGRAM 
LEGAL AND RATE CASE 
WATER TESTING 
RENTS 
TRANSPORTATION EXP 
MEOKAL INSURANCE 
LIABILITY INSURANCE 
PERM ITS 
TRAVEL 
UTILITIES EXCEPT ELECTRIC 
BANK CHARGES 
PAYROLL SERVICE 

TOTAL EXPENSES 

OPERATING INCOME 

CONTRIB IN AID OF CONST 

NET INCOME 

$ 403,353 $ 
$ 640 
$ 167,692 $ 
$ 604,143 $ 

$ 37,195 $ 
$ 45 $ 
$ 18,187 $ 

$ 
$ 175 $ 
$ 309,095 $ 
$ 10,312 $ 
$ 29,422 $ 
$ 31,723 $ 
$ 12,650 $ 
$ 14,491 $ 
$ 3,660 $ 
$ 24,118 $ 
$ 3,511 $ 

$ 
$ 1,806 $ 
$ 28,150 $ 
$ 8,995 $ 
$ 33,033 $ 
$ 14,936 $ 
$ 2,000 $ 

$ 
$ 3,391 $ 
$ 1,304 $ 
$ 859 $ 
$ 589,058 $ 

$ (17,373) $ 

$ 4,185 $ 

S (13,188) $ 

450,000 $ 

168,000 $ 
618,000 $ 

42,000 $ 

18,500 $ 
33,000 $ 

175 $ 
309,000 $ 

32,000 $ 
33,000 $ 

14,600 $ 
3,700 $ 

25,000 .$ 
1,000 $ 
5,000 $ 
2,000 $ 

33,000 $ 
9,000 $ 

35,000 $ 
15,000 $ 
2,500 $ 

500 5 
3,200 $ 
1,500 $ 

900 $ 

45 $ 

12,000 $ 

12,000 $ 

643,620 $ 

(25,620) $ 

4,185 $ 

5 2 7,000 

168,000 
695,000 

42,000 
45 

18,500 
39,500 

175 
309,000 

12,000 
32,000 
33,000 
35,000 
15,000 
3,700 

25,000 
1,000 
5,000 
2,000 

33,000 
9,000 

35,000 
15,000 
2,500 

500 
3,200 
1,500 

900 
673,520 

21,480 

4,185 



CORDES LAKES WATER COMPANY - DOCKET NO W-02060A-12-0356 

PER REQUEST OF DEL SMITH 

THE FOLLOWING IS PROVIDED 

Latest Map Invoice 

Invoices for Water Testing and Statement showing 12 Monthly Coliform testing Q78.75 
and one chlorine residual test for $861 .OO 

The Operators Certification for Donald Ross and credit card receipt for course. 

Schematic of Water System including the number of services. 

The Company has been plagued by leaks almost from the beginning of the System by 
the developer, Queen Creek and cattle. The system at the time it was installed was 
with Solvent Weld 4-inch and 6-inch pipe. Much of the pipe was Class 125 psi pipe. 
This is a class that is no longer approved for Water System Use. In our experience, we 
have found that most of our leaks are at solvent weld joints. The water tends to run 
down underground to the soft sand in washes and never returns to ground level. We 
have an estimate from American Leak Detection quoting $1250.00 per day for Detection 
Service. It is expected that leak repair itself could cost $500 to 1000 each. It is 
doubtful whether present staff could undertake the project. 

The company estimates that the money required to adopt a meter replacement program 
such as BMP4.2 would result in the testing or replacement of 30-35 Meters per year 
over and above the normal replacement of meters. 

Water testing for 2009 includes the Maps Testing fee of $3500 plus charges for Testing 
Chlorine Residual and Lead and Copper. The $10,000 fee also includes extra 
compliance testing. The $7000 Testing fee for 2010 includes the $3500 for Maps and a 
reduced amount for compliance testing. The 201 1 total does not include Maps fee 
which was not due until April 2012. All tests are in compliance. 

The company is proposing an increase of $18,000 to cover losses plus and increase of 
$20,000 to cover a minimum profit. In addition, the Company is proposing a surcharge 
of $30,000 for the first two years to cover leak repair and $10,000 for the first three 
years to cover meter repair and replacement. 

We have contacted ADWR concerning the deficient report. The reports will be filed by 
September 28'h, 2012. 
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I , 

Iitvoice Date: 07113/1 I 

IestAmerica 

CI ico t : Cordes Lakes Water Terms: See Bclo \~  
Client Contact: Don Ibss 

INVOICE 

Workorder: l'UG0145 I i U S l l  llrrsh Uuit I.:xteitdccl 
Qty AnrlysislDescriptioii RI:i trix TAT CIinrge Cost Cost 

4 llaloacetic Acid (EPA 552) 1)rittking WB(CI. N A  Nolle rl; I 2 5  00 $500 00 
4 ~ t ~ ~ g e t ~ b l ~  0rg;iiiic (:~~npot~iitIs ( I V A  524.2 - 'i7'1-iMs) Lli~iiikiiig Water N A  None %XO 00 5320 00 

A [I  tl i t i  011 ii I I tenis 
I Insirolimentnl Maiiageincnt Pec 5 OOYD $4 I .oo 

Invoice 'Total: $86 I .oo 



TestAmerica 

Rush Rush Unit Extended Workorder: PUB0587 
Qty AaalysislDescriptioii Matrix TAT Charge cost Cost - 

THE LEADER IN ENVIRONMENTAL TESTING 
4625 Eirst Cotton Center Blvd. Ste I89 Plioeiiix, AZ 85040 (602) 437-3340 Fnx.(bOZ) 454.9303 

INVOICE 

- Invoice Number: 55024255 
lrivoice To: 

emit Payment To: 
Cordes Lakes Water 
Don Ross 
P.O. Box 2 19 
Tempe, AZ 85280 

P.O. Box 122314 
Dallas, TX 753 12-23 I4 

'TestAmerica EIN: 23-2919996 
For Billing Inquiries pleasc contact: 1 3 3  I -  

(602) 437-3330 
Client: Cordes Lakes Water Terms: See Below 
Client Contact: Don Ross Invoice Dnte: 02/15/11 

Lab Contact: 
Suzarw Glass 
u a n n e  gl~'~ccstamericaine.coni 

Project: 
1'0 Number: NA 

N-Cordes Lakes & Berneill 13-023 

Additional Itenis 
5.00% $3.75 

Invoice Total: $78.75 

I Environmental Managemcnt Pee 

Any applicable rush charges are based on the actual tuni-around-time met. 

d~scounts.TestAmerica's Standard Term? & Conditions (Net 30 Days) apply to al l  
work performed and invoiced unless superseded by a specific executed contract vehicle. Invoice: 55024255 

ppop I , , l ~  I 



DONALD ROSS, OP005277 

has complied with the requirements for operator certification in the State of Arizona pursuant to Arizona 
Revised Statutes, Title 49, Chapter 2, Articles 9 and 10, and Arizona Administrative Code, Title 18, Chapter 
5, Article 1. Therefore, the Arizona Department of Environmental issues this Certificate of Registration as a 

P 

Certificate Number Grade and Classification Expiration Date 
52064 Grade 4 Water Distribution System Operator 7/31/2014 
52065 Grade 3 Water Treatment Pkant Operator 713 11'20 14 



. 
_-- - - .  . .. . . . . . .. 

Slaleinenl Date 01/15/1 I 02/14/ ' t  
Account Number 

t'aye 2 of 3 
OVER 

01/17 A U r O Z O N E  (12712 SCO1TSDAL.E AZ 

01/16 FHYS FUEL I I  7103 COTrONWOOD AZ 

01/17 AUTOZORIE 112 / 12 SCOTTS1)Al.E AZ 

O l / I /  AUlOZONE N7712 SCOTTSDALE A2 

10 88 

55 45 

43 56 

I O  88 

TECHNICAL LEARNING COLLEG 928-468-0665 AZ 

0 1/30 FRYS FUEI It 1103 COTTONWOOO AL 64 22 

32 66 

57 72 

465 21 

135 62 

02/10 rRYS FUEL U 7103 COl TONWOOD A% 56 41 

ACE HOW B HNTL S C O T T S D  SCC7TSDAt E A l  
7-ELEVEN 291 IO PHOENIX AI! 

NOH'NOR I I-tERN TOOi 800 222 5381 MN 

f ASTSIGNS NO 160102 TEMf'E AZ 

DONALD ROSS 
- I__ _ L H _ A N S A C T 1 0 N S H ~ C ~ C i E I ~ ~ ~ D ~ ~ ~ ~  W!!!L!L-. - - __ - 

01/19 1 HlJCK STUFF PI4OENIX AL f i  14 20 
REITMAN RHY ASEN 
TRANSACTIONS THIS CYCl 1: (CARD 5470) $14 20 

I 
Total lees charged in 201 1 

l'otal interest c h a r p J  in P O I  1 ~.. $0 00 
50 00 

Year-to-date loials rellccl all charges minus any rofunds 
applied lo your a c c o u n t  

I 



Booster Sttitioil # I  
Upper PI.0ssul.e 
ZOllC 2 & 3 

U I I 

I 

TlIlS \VUII \ v m  
Iiikcii OUI of' 
scrvicc i n  July 
2007 

I 
1 

'I 

U 

--- 

Codes Iiikcs 
Wii(er i h t r i b c i  I ioii 
Syscelll 
I'rcrsiirc Zoncs 
1 ,  2,  3 

! 



American Leak Detection 

P.O. Box 778384 
Henderson, Nevada 89077-8384 

Fax: (702)685-8291 
(602) 242-8573 1/26/2012 

NAME I ADDRESS 

Cordcs Lake Water Company 
Attn: Brad Folkinan 
20175 E. Stagecoach Trail 
Mayer. Arizona 86333 

18 

DESCRIPTION 

ESTIMATE 

This is an estimate for an electronic leak survey/detection for 
approximately 400,000 feet of 4" - 6" plastic main line pipe in 
addition to 1600 ft of 3/4" poly butylene service line. Acccss for 
detection are gate valves only. Listening equipment will be used tr 
listen at all gate vatves and any other point of coiiiaci io determine 
if any leak noise can be heard. All attempts will be made to locate 
leak but no guarantee can be given with plastic pipe. 

Approximately Two - two and one half (2 - 2 1 0  ) miles of plastic 
pipe can be surveyed in one day. 

Estimates are as follows: 

EljO/lst Hour & $175.00 each additional there after 

$1.250.00 daily rate or $750 half day rate 

After hours if needed @ 5225.00 per hour (due to traffic noise or 
other sound interference.) 

Tliank You 
Bonnie Sherman 
American Leak Detection 
Sales Tax 

QTY 

WE APPRECIATE THE OPPORTUNlTY TO BE OF SERVICE TO YOU. 

Estimate 
DATE ESTtMATE NO. 

COST 

0.00 

5.72% 

I PROJECT 

TOTAL 

0.00 

0.00 

I TOTAL $0.00 



ADE q r  Fecleial TAX PS6600-170 I 
iiisoice xi 67426 

J, This entirc bottom portion must be returned to ADE 

ANNUAL SAMYLlNG FEE WOIUWIEET 





CORDES LAKES WATER COMPANY 
SCHEDULE H-5-1 (B) 

BLOCK 
USAGE 

314 METERS 

BILL 
COUNT 

0 986 
500 2072 
1500 231 3 
2500 2203 
3500 1999 
4500 1548 
5500 1155 
6500 788 
7500 560 
8500 406 
9500 2 96 
10500 254 
11500 158 
12500 143 
13500 90 
14500 92 
15500 67 
16500 54 
17500 42 
18500 42 
19500 32 
22500 112 
27500 34 
32500 20 
37500 13 
45000 9 
62500 6 
87500 5 

0 

W-02060A-12-0356 

AVERAGE 
AMT 

FOR BLK 

$ 11.00 
$ 12.40 
$ 15.20 
$ 18.00 
$ 21.55 
$ 25.85 
$ 30.15 
$ 34.45 
$ 38.75 
$ 43.40 
$ 48.40 
$ 53.40 
$ 58.40 
$ 63.40 
$ 68.40 
$ 73.40 
$ 78.40 
$ 83.40 
$ 88.40 
$ 93.40 
$ 98.40 
$ 113.40 
$ 138.40 
$ 163.40 
$ 188.40 
$ 225.90 
$ 313.40 
$ 443.40 

TOTAL 
AMT 

FOR BLK 

$ 10,846.00 
$ 25,692.80 
$ 35,157.60 
$ 39,654.00 
$ 43,078.45 
$ 40,015.80 
$ 34,823.25 
$ 27,146.60 
$ 21,700.00 
$ 17,620.40 
$ 14,326.40 
$ 13,563.60 
$ 9,227.20 
$ 9,066.20 
$ 6,156.00 
$ 6,752.80 
$ 5,252.80 
$ 4,503.60 
$ 3,712.80 
$ 3,922.80 
$ 3,148.80 
$ 12,700.80 
$ 4,705.60 
$ 3,268.00 
$ 2,449.20 
$ 2,033.10 
$ 1,880.40 
$ 2,217.00 
$ 
$ 404,622.00 



BLOCK 
USAGE 

1 IN METERS 

500 
1500 
2500 
3500 
4500 
5500 
6500 
7500 
8500 

BLOCK 
USAGE 

ZIN METERS 

60000-70000 
70000-80000 
80000-90000 
90000-1 00000 

1 ooooo+ 

BILL 
COUNT 

13 
13 
8 
13 
11 
6 
4 
3 
1 

BILL 
COUNT 

1 

6 
3 
2 

AVERAGE 
AMT 

FOR BLK 

$ 21.65 
$ 25.95 
$ 30.25 
$ 34.55 
$ 38.85 
$ 43.15 
$ 47.45 
$ 51.75 
$ 56.05 

TOTAL 
AMT 

FOR BLK 

$ 281.45 
$ 337.35 
$ 242.00 
$ 449.15 
$ 427.35 
$ 258.90 
$ 189.80 
$ 155.25 
$ 56.05 
$ 2,397.30 

AMT FOR 
BLOCK 

$ 360.00 

$ 2,630.00 
$ 1,463.00 
$ 1,088.00 
$ 5,541.00 



3 



DOCKET NO W-02060A-I 2-0356 

ADDITIONS TO RATE INCREASE APPLICATION 

SUBMITTED NOVEMBER 8,2012 

NOV 0 8 2012 



t 

CORDES LAKES WATER COMPANY 

DOCKET # W-02060A-12-0356 

REQUEST FOR ADDITIONAL INFORMATION E3Y 

MARY RIMBACK AND DEL SMITH 

1. Clarification of current and proposed rate. 

2. Expansion of Asset list to include listing of all increases, decreases and depreciation 
for years 2006 through test year (201 1). This chart includes computer values and 
Corporation Commission Values as of 12/11/2006. Changes, Depreciation, 
Depreciation Rate, and Accumulated Depreciation. 

3. Certificate of Public Notice as required. 

4. The Public notice was printed in the Prescott Courier on October 31 , 2012. 

5. A Copy of the mailing on 11/2/2012, of 1320 First-class letters - all 01 which included 
the public notice. 

6. A Copy of the Public Notice was posted in the office at Cordes Junction, 

A Fo\Kman \ 

Certified by 
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CLWC-ASSETS-RATE INCREASE-CORDES SYSTEM 
clwc-assets-acc06 

STRUCTURES AND IMPROVEMENTS 
COMP $ 17,846 
ACC-06 $ 6,657 
DEPR 3.33% 

Changes Assets Depr Exp 
1 213 1/06 $ 6,657 
I 213 1/07 
1 213 1 I08 
1 2/3 1/09 
I 2/3 1 / I  0 

WELLS 
COMP $ 84,238 
ACC-06 $ 138,155 
DEPR 3.33% 

Changes 
1 213 1 106 
1213 1 I07 
12/31/08 $ 29,193 
1 213 1 /09 
12/31 I1 0 

PUMPS 
COMP $ 109,753 

DEPR 12.50% 
ACC-06 $ 10,558 

Changes 
1 2/3 1 I06 
1 213 1 107 
12/31/08 $ 16,030 
1 2/31 IO9 
12/31/10 

$ 6,657 $ 222 
$ 6,657 $ 222 
$ 6,657 $ 222 
$ 6,657 $ 222 

Assets Depr Exp 
$ 138,155 
$ 138,155 $ 4,601 
$ 167,348 $ 5,573 
$ 167,348 $ 5,573 
$ 167,348 $ 5,573 

Assets Depr Exp 
$ 10,558 
$ 10,558 $ 1,320 
$ 26,588 $ 3,324 
$ 26,588 $ 3 , 324 
$ 26,588 $ 3,324 

TANKS 
COMP $ 263,452 
ACC-06 $ 137,243 
DEPR 2.22% 

Changes Assets Depr Exp 

304 

Acc Depr Net 
$ 222 
$ 444 $ 6,435 
$ 685 $ 5,992 
$ 8137 $ 5,770 
$ 1,109 $ 5,548 

307 

Acc Depr Net 
$ 4,601 
$ 9,202 $ 133,554 
$ 14,774 $ 152,574 
$ 20,347 $ 147,001 
$ 25,920 $ 141,428 

31 1 

Acc Depr Net 
$ 1,320 
$ 2,640 $ 9,238 
$ 5,963 $ 20,625 
$ 9,287 $ 17,301 
$ 12,611 $ 13,977 

330 

Acc Depr Net 



1 213 I /06 
12/31/07 
12/31/08 $ 4 , 389 
1 213 1/09 
12/31 / I  0 

WATERLINES 
COMP $ 263,452 
ACC-06 $ 572,234 
DEPR 2.22% 

Changes 
1 213 1/06 
12/31/06 $ (562,790) 
12/31/07 $ 5,655 
12/31/08 $ 
1 213 1 /09 
1 2/3 1 /I 0 

SERVICES 
COMP $ - 
ACC-06 $ 19,350 
I3EPR 3.33% 

Changes 
1 2/3 1 106 
12/31/07 $ - 

$ 137,243 
$ 137,243 
$ 141,632 
$ 141,632 
$ 141,632 

Assets 
$ 572,234 
$ 9,444 
$ 15,099 
$ 15,099 
$ 15,099 
$ 15,099 

Assets 
$ 19,350 
$ 19,350 

$ 3,047 
$ 3,144 
$ 3,144.00 
$ 3,144.00 

Depr Exp 

$ 210 
$ 335 
$ 335 
$ 335 
$ 335 

Depr Exp 

$ - 

$ 3,047 
$ 6,004 $ 134,196 
$ 9,238 $ 132,394 
$ 12,382 $ 129,250 
$ 15,5;!6 $ 126,106 

331 

Acc Depr Net 

$ 210 $ 
$ 545 $ 
$ 880 $ 
$ 1,215 $ 
$ 1,550 $ 

333 

Acc Depr Net 
$ 19,350 
$ 19,350 $ 

X M  FULY DEPR--- NEW ENTRIES INCLUDED WIMETERS 

METERS AND SERVICES 
COMP $ 203,283 
ACC-06 $ 35,589 
UEPR 8.30% 

Changes Assets 
1 2/3 1 /06 $ 35,589 
12/31/07 $ 14,422 $ 50,011 
12/31/08 $ 16,143 $ 66,154 
12/31/09 $ 3,523 $ 69,677 
12/31/10 $ 1,165 $ 70,842 

334 

Depr Exp Acc Depr Net 

$ 4,151 $ 8,055 $ 
$ 5,491 $ 13,550 $ 
$ 5,783 $ 19,333 $ 
$ 5,880 $ 25,213 $ 

$ 3,908 

8,899 
14,554 
14,219 
13,884 
13,549 

0 
- 

41,952 
52,604 
50,344 
45,629 

MISCELLANEOUS EQUIPMENT 
COMP $ 43,987 

339 



ACC-06 $ 54,149 
DEPR 6.67% 

Changes Assets Depr Exp Acc Depr Net 
1 213 1 IO6 $ 54,149 $ 3,672 
1 213 1107 $ 54,149 $ 3,612 $ 7,2;!4 $ 46,925 
12/31/08 $ 5,166 $ 59,315 $ 3,956 $ 11,180 $ 48,135 
1 213 1/09 $ 59,315 $ 3,956 $ 15,136 $ 44,179 
1213 111 0 $ 59,315 $ 3,956 $ 19,092 $ 40,223 

TRANSPORTATION EQUIPMENT 34 I 
COMP $ 85,038 
ACC-06 $ 69,049 
DEPR 20.00% 

Changes Assets Depr Exp AccDepr Net 
1 213 1 I06 $ 69,049 $ 13,8'10 $ 55,239 
d 213 1 I07 $ 69,049 $ 13,810 $ 27,620 $ 41,429 
1 213 1/08 $ 69,049 $ 13,810 $ 41,430 $ 27,619 
12/31/09 $ 69,049 $ 13,810 $ 55,240 $ 13,809 
12/31/10 $ 69,049 $ 13,810 $ 69,049 $ - 

OFFICE EQUIPMENT 340 
COMP $ 11,767 
ACC-06 $ 4,490 
DEPR 6.67% 

Changes Assets Depr Exp Acc Depr Net 
1 213 1 106 $ 4,490 $ 299 $ 4,191 
12131 107 $ 4,490 $ 299 $ 598 $ 3,892 
1 213 1 108 $ 4,490 $ 299 $ 898 $ 3,592 
1 2/31 109 $ 4,490 $ 299 $ 1,197 $ 3,293 
12/31/10 $ 4,490 $ 299 $ 1,496 $ 2,994 

LAND 
COMP 

DEPR 
ACC-06 

1 213 1 106 
1 2/31 I07 
1 213 1 I08 
I 213 1 IO9 
1213 111 0 

303 
$ 35,665 
$ 35,665 

0.00% 
Changes Assets Depr Exp Acc Depr Net 

$ 35,665 
$ 35,665 $ - $  - $ 35,665 
$ 35,665 $ - $  - $ 35,665 
$ 35,665 $ - $  - $ 35,665 
$ 35,665 $ - $  - $ 35,665 



$ 616,035 TOTAL 
$ 190,917 ACCU DEPR 
$ 619,566 ACCU DEPR 2006 
$ 128,729 AMOUNT TO BALANCE TO ACC$748,2!35 



PUBLIC NOTICE OF HEARING ON THE RATE APPLICATION 
OF CORDES LAKES WATER COMPANY 

/DOCKET NO. W-02060A-12-03561 

On August 6, 2012, Cordes Lakes Water Company (“Company”) filed an application 
with the Arizona Corporation Commission for an increase in its rates and charges. Copies of 
the Company’s application and proposed tariffs are available at its office arid the Commission’s 
offices for public inspection during regular business hours. 

The Commission will hold a public hearing on this matter beginning March ‘19, 201 3, at 9:30 
a.m. at the Commission’s offices, 1200 West Washington Street, Phoenix, Arizona. Public 
comments will be taken on the first day of the hearing. 

The law provides for an open public hearing at which, under appropriate circumstances, 
interested parties may intervene. Intervention shall be permitted to any person entitled by law to 
intervene and having a direct and substantial interest in the matter. Persons desiring to 
intervene must file a written motion to intervene with the Commission no later than November 
23, 2012. 
of record , 

1. 

2. 

3. 

The motion to intervene must be sent to the Company or its courisel and to all parties 
and shall contain the following: 

The name, address, and telephone number of the proposed intervener 
and of any party upon whom service of documents is to be made if 
different from the intervener. 

A short statement of the proposed intervener’s interest in the proceeding 
(e.g., a customer of the company, a shareholder of the Company, etc.). 

A statement certifying that a copy of the motion to intervene has been 
mailed to the Company or its counsel and to all parties of record in the 
case. 

The granting of intervention, among other things, entitles a party to present sworn evidence at 
the hearing and to cross-examine other witnesses. However, failure to intervene will not 
preclude anv interested Person or entitv from appearha at the hearing and Drovidina public 
comment on the awlication or from filina written comments in the record of the case. You will 
not receive any further notice of this proceeding unless you request it. 

If you have any questions about this application, or want further information on intervention, you 
may contact the Consumer Services Section of the Commission at 1200 West Washington 
Street, Phoenix, Arizona 85007 or call 1-800-222-7000 or 602-542-4251. 

The Commission does not discriminate on the basis of disability in admission to its public 
meetings. Persons with a disability may request a reasonable accommodation such as a sign 
language interpreter, as well as request this document in an alternative format, by contacting 
Shaylin Bernal at SABernal@azcc.aov, voice phone number 602-542-3931. Requests should 
be made as early as possible to allow time to arrange the accommodation. 



AFFIDAVIT OF PUBLICATION 

STATE OF ARIZONA ) 
County of Y avapai ) ss. 

I, Aileen Kcrnper, bcing first duly sworn on her oath says: 
That she is the Legals Clerk of PRESCOrT NEWSPAPERS, INC., an 
Arizona corporation, which owns and publishes THE DAl LY 
COURIER, a Daily Newspaper published in  the City of Prescott, County 
of Yavslpai that the notice attached hereto, namely, 

CORDES LAKES WATER CO. 
PUBLIC NOTICE OF HEARING ON THE RATE APPLICATION 
DOCKET NO. W-0206OA-12.0356 

has, to the personal knowledge of affidavit, been published in the news 
paper aforesaid, according to law, on 31 day of OCT, 2012 to 31 day of 
OCT, 2012 both inclusive withoul change, interruption or omission, 
amounting in all 1 insertions, made on the following dates: 
OCT 31,2012 

I 
I '  

I_ 
By: c !. I I I C  

Notary Public 
, ,, 



PUBLIC NOTICE OF HEARING ON 4- - 
'WE RATEAPPUCATION 

OF CORDES LAKES 
WATER COMPANY 

[DOCKET NO. W-020dOA-12-0366) 

4- 
On Atgust 6. 2012. Cordes Lskes WBIer 
Company ("Company-) liIe0 an applica. 
lion 
with  he A n z m  Corporawn Cammissioii 
lor an increase In ils rates and charger. 
Copist o! iha Compaws oppkalion a d  
P~OPOSWJ (Drills are availabla aI ils ollice 
iind Ihe (:ommlssion'r ollke~ lor public 
InSPeCiion during regdnr btlsinBs hwm. 
rhe Cominisslon wili h0M 8 public near. 
ing on lhis mallei beginning March 19. 
2013. nl 030 a.m. aI the Commission's 
I I I I I C ~ L .  1?09 WOO Washington Slreol. 
I'hoenlr. Arizona. PuMic wmmenls will 
be Inkan wi  Iho IirsI day ol mv hearing. 
The law providcs lor an open public hear- 
illp ai wlvcli. under appropriate circum. 
LIaiIces, iiilereslsd parlies may mlemvene. 
lnleweniion shall be p l rm iW la any per. 
con enlilled by law 10 inlervbw and hav. 
lng a direcl and sub(snllal inteiesl h the 
mallet. l w s o n s  desiring Io inleivent) 
rnusl IUe n wrillen molion la intermno rvilh 
Ine Commission no l a w  lhan November 
13. 2012. The mM1m IO ,nlewene must 
be sen1 10 Ine Company or i ls counsel 
bnd IO all parllrs d rearrd. and shall con. 
lain Ihe lollowing: 
%.The noinb. address. and lelephone 
number 01 the pooosed inleivener 
an6 01 m y  pany upon whom service 01 
documenls is Io be made iI 
dillerml lrom Ihe inleNmr. 
2. A shorl slalmanl 01 Ihe proposed in- 
Iewenor's mteresl in Ihe prweedlng 
1e.g.. a cuslomer 01 the company. a 
shaier&er 01 n e  Company. #e.). 
3. A s la lenm cetlilying mal a copy 01 IC 
nwlion lo Cllewene has h e n  
niaiiea IO ihe Company 01 11s counsel and 
Io all parlies ol record in !he 
case. 
T h e  granlittg ol nlervenlion. amow Mher 
Iliings. enbllas a parly 10 pieSenl swurn 
evldenca 31 (he hearing an4 10 cross-ex. 
amine olher wdnesses. Howaver. lailure 
lo interneno will no1 preclude any inleioil. 
eo person 01 anlily lrom appndng ai ihe 
hearmg and prowding public commenl on 
lhe appllcallon M lrom Iilin~ wrillrn com. 
menus in ihe rscor6 01 lh. caw. You m'l 
no1 receive m y  lunner n o t i  ol lhis pn) 
cueding urdess yar b q w i l  iL 
II you have any queslions aboul INS ap. 
plicrtion. nt wan1 lurlhsr klorme1ion on 
inlervenlon. you may coniaci the Conru. 
mor Services Sectlon oi vv, Commission 
ai I200 Wosl Washington Streel. Phoe. 
nix. Anronn 85007 OI call 1.gx~222.r~oo 

Tilo Comniir$ion doe8 MI dircriminala on 
ina baws ui UIS~DII I I~  in somission IO us 
~ u b h c  niccrriw. Peiaont wiln a disaWily 
may requust a reasonable (ICCOmmOdB. 
lion such as a siw language inlerpreler. 
Ob well an iequesc Ihls dwUmenl in an ab 
ietnaliue luimal. by w l a c l i n g  Shaylin 
Bernai ai  SAEarnalBarcc.gov. voice 

Stiould be mado as early as possible 10 
allow time IO arrange the accommodation. 

01 602..$42-~12bl 

PIlOW numbrr 602.542-3931. Requesls 

t t'" PUB ocl 31. 2012 

http://SAEarnalBarcc.gov


, 

.... . ....... . - . ._.- _. .. 

INVOICE: CPP320149 INVOICE DATE: 

RECEIPT FROM: Cordes Lakes Water Company CLIENT ID.: 

Friday, 26 October 201 2 

- 1 1 /02/20 1 2 

- 171077 

AMOUNT: 

NOTE: 

$102.19******************** PAYMENT MODE: VISA **.********t******** 

W-02060A-12-0356 

i 

BY: Aileen Kemper (AAK) - 

I 1 INVOICE: CPP320149 

RECEIPT FROM: Cordes Lakes Water Company 

AMOUNT: ************t******* $~02,lg***t**~*f**t**t*t*t* 

NOTE: W-02060A-12-0356 

Friday, 26 October 2012 

- INVOICE DATE: 11/02/2012 

- CLIENT ID.: 171077 

PAYMENT MODE: VISA >I_ 

BY: Aileen Kemper (AAK) _. 
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USPS PostalOnc! 

Malllna Agent Name I 
,Malting Anent CRlD 

Mall Owner N m e  I 
Mall Owner CRlD 

,JOB ID MANUAL 
,Customer Reference ID 
CAPS Trrnraction Number N/A 

Class of Mall FirsGIass Mail and First-class Peckage 
Servlut 

Page 1 of 2 

BOW 
in1 IO 

- ._._..... ~ Jate 

Letters (may include Poolcard$) 
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I. 

Q. 
A. 

Q. 

A. 

Q* 

A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION. 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS? 

My name is Matthew Rowell. My business address is PO Box 51628, Phoenix, 

Arizona. 

BY WHOM ARE YOU EMPLOYED AND WHAT ARE YOUR DUTIES 

AND RESPONSIBILITIES? 

I am a managing member of Desert Mountain Analytical Services ((IDMAS”) a 

consulting firm specializing in utility regulatory matters. In that capacity I have 

provided testimony regarding various utility regulatory issues before the Arizona 

Corporation Commission (“Commission’’). 

PLEASE STATE YOUR BACKGROUND AND QUALIFICATIONS IN THE 

FIELD OF UTILITY REGULATION. 

A statement of my qualifications is attached as Exhibit 1 to this testimony. 

WHAT rs THE PURPOSE OF YOUR TESTIMONY? 

This testimony responds to Staff’s February 13, 2013 Testimony in this docket. It 

also corrects some deficiencies in the Company’s original application. 

PLEASE SUMMARIZE YOUR TESTIMONY. 

This testimony deals with the following issues: 
Cost of Capital 
The Company’s CIAC balance 
Real Property Included in Rate Base 
The Company’s bad debt expense 
Staffs plant disallowance based on its analysis of provided invoices 
Post Test Year Plant 
Accounting Expenses 
Purchased Power Expenses 
Revenue Requirement and Rate Design 
The Company’s requested surcharges 
Best Management Practices (“BMPs”) 
Future CC&N application 
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This testimony establishes that Staff‘s recommended return on equity for Cordes 

Lakes is far too low to be reasonable. A return on equity of 10.55% is shown to be 

consistent with recent Commission practice and with the standards established by 

the Hope and BZueJieZd Supreme Court decisions’ regarding regulated rates of 

returns. 

While the Company accepts most of Staffs adjustments, the reversal of two 

adjustments (Rate Base adjustments #3 and # 5 )  and changes to information 

included in the original application now results in a rate base considerably higher 

than that recommended by Staff. 

The above summarized changes result in a revenue requirement of 

$470,807. This is an increase of $50,271 or 12%. The median residential customer 

will experience an increase of $2.70 per month. 

Admittedly, some of the issues that require correction stem from the 

Company’s application and are not necessarily the result of Staffs adjustments 

(e.g. bad debt expense.) The owners of Cordes Lakes are not as knowledgeable or 

experienced with ratemaking and ratemaking principles as some of their 

counterparts. Their attempt to put this case together without outside assistance was 

done in order to minimize costs, but it became readily apparent that using a ‘short 

form’ process intended for Class D and E utilities was to the Company’s detriment. 

Similarly, Staffs decision to declare the application sufficient when it still had 

obvious deficiencies was no doubt made with good intentions, but it has lead to an 

incomplete analysis that does not benefit either the Company or its customers. The 

recommendations in this testimony address the most glaring problems with the 

application and Staffs recommendations. 

Fed. Power Comm’n et al. v. Hope Natural Gas Co., (320 U.S. 591) and Bluefield Water Works 
v. Pub. Sew. Comm‘n, 262 U.S. 679 (1923). 

2 



- 

1 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

FENNEMORE CRAIG 
A PROFFWONAL c o ~ ~ o s m a \  

PHOLNIX 

11. 

Q* 
A. 

Q* 

A. 

Q* 

A. 

COST OF CAPITAL 

PLEASE SUMMARIZE YOUR COST OF CAPITAL TESTIMONY. 

I do not present a full cost of capital analysis here. Given the timing of my 

involvement in this case, and the desire to limit the rate case expense, I will not be 

providing the customary 40-page detailed and complex analysis as Staff chose to 

do. Rather I will point out some significant flaws in Staffs analysis and present a 

basic argument as to why a return of 10.55% is reasonable for Cordes Lakes. 

DO YOU AGREE WITH STAFF’S RECOMMENDATIONS REGARDING 

CAPITAL STRUCTURE? 

Yes. The Company’s capital structure is 100% equity. 

WHAT IS THE BIGGEST ISSUE WITH STAFF’S COST OF CAPITAL 

RECOMMENDATIONS? 

The biggest issue with Staffs cost of capital analysis is that it is inconsistent with 

the standards established by the Hope and Bluefield Supreme Court decisions2 

regarding regulated rates of returns (“Hope and Bluefiela!”.) The Hope and 

Bluefield decisions are recognized nationally as establishing the standards under 

which regulated utility rates of return are determined. In a recent case, the 

Commission reaffirmed its view that Hope and Bluefield are f~undational.~ 

The requirements of Hope and Bluefield can be summarized as fol10ws:~ 

1. Commensurate Earnings: A utility is entitled to a return similar to 

that being earned by other enterprises with similar risks. 

Fed. Power Cornm ‘n e. al. v. Hope Natural Gas Co., (320 U.S. 591) and BZuefeld Water Forb 

See Arizona Water Company Docket No. W-O1445A-11-0310, Decision No. 73736 (February 

This summary follows Parcell, David C., The Cost of Capital - A Practitioner’s Guide (2010 

v. Pub. Sew. Comm’n, 262 U.S. 679 (1923) 

20,2013) at 42 line 27. 

Edition), p. 26,30. 
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2. Financial Integrity: A utility is entitled to a return level reasonably 

sufficient to assure financial soundness. 

Capital Attraction: 

support its credit and raise capital. 

Changing Level of Returns: A fair return can change along with 

economic conditions and capital markets. 

“End Result” Doctrine: How the rate of return and rate base are 

determined are not important as long as the end result is reasonable. 

3. A utility is entitled to a return sufficient to 

4. 

5 .  

Staffs analysis fails to satisfy any of the above criteria. I will explain why 

Staffs analysis fails to satisfy these criteria in turn: 

1. Commensurate Earnings: Staff makes no attempt to evaluate the 

earnings of other companies with similar risk profiles as Cordes 

Lakes. Staffs analysis is based solely on estimates of investor 

expectations derived from highly stylized theoretical models. The 

inputs into these models are derived from companies whose risk 

profile is substantially different from Cordes Lakes. Cordes Lakes is 

less than one halfof one percent of the size of the smallest utility in 

Staffs sample. 

Financial Integrity: Staffs cost of capital analysis makes no attempt 

to address the financial integrity of Cordes Lakes. Cordes Lakes is 

currently struggling financially and faces the need for substantial 

capital improvements (as verified by Staffs engineering witness5). 

Staffs cost of capital witness makes no mention of Cordes Lakes 

financial condition or of its need to deploy capital. 

2. 

~~ ~ 

See Exhibit DS to the Direct Testimony of Del Smith at page 8. 
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3. Capital Attraction: Staffs proposed revenue requirement is in no 

way sufficient for Cordes Lakes to attract the necessary capital. 

Cordes Lakes is in need of substantial capital improvements (verified 

by Staff’s engineering witness6) and no rational investor would 

provide that capital based on Staffs recommended revenue 

requirement. 

Changing Level of Returns: Staffs recommended returns vary based 

on day to day movements in the stock market and on daily changes in 

the interest rates on US Treasury bills. While theoretically this 

analysis accounts for changes in the capital markets, in practice it in 

no way reflects the reality of the capital markets in a meaningfbl way. 

Staffs analysis does not address general economic conditions at all. 

“End Result” Doctrine: Staff actually seems to employ the opposite 

of the end results doctrine. Staff appears to be more concerned with 

the process than with the reasonableness of the end results. Staff‘s 

recommended revenue requirement provides no relief for Cordes 

Lakes, which is financially challenged and in need of substantial 

capital investment in order to continue providing its customers with 

safe, adequate water utility service at reasonable rates. 

4. 

5 .  

Q. DO YOU HAVE ANY MORE SPECIFIC CRITICISMS OF STAFF’S COST 

OF CAPITAL ANALYSIS? 

Yes. Staff’s cost of equity estimate is derived from averaging the result of four 

different models: 

A. 

~ 61bid. I 
5 
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Historical MRP CAPM 
Current MRP CAPM 

Q* 
A. 

6.4% 
10.0% 

Constant Growth DCF 
Multi-Stage DCF 

8.1% 
9.5% 

While I have issues with each of these models, in order to cut down on rate case 

expense, I will limit my discussion to Staff‘s use of the Historical Market Risk 

Premium (“MRP”) CAPM? The result of Staffs Historical MRP CAPM (6.4%) is 

so low as to be unreasonable on its face. I have examined the actual returns on 

equity accruing to the companies in Staff‘s sample and 6.4% is well below what 

any of them are actually earning. Including such an unreasonable result in the 

analysis is not appropriate. 

WHY IS STAFF’S HISTORICAL MRP CAPM SO LOW? 

To answer this, I must first explain the mathematics of the CAPM. The CAPM is 

based on the highly unrealistic and unsupported proposition that investors care only 

about three variables: The risk free rate of return (,‘W”), Beta and the Market Risk 

Premium (“MIZP”.) Expressed as an equation: 

(1) Expected Cost of Equity = RF + Beta * MRP 

The Market Risk Premium (‘‘MRP”) is equal to the Overall Rate of Return on All 

Assets (“Market Return”) minus the risk free rate of return (“RF”): 

(2) MRP = Market Return - RF 

Substituting (2) into (1) we see that the Risk Free Rate of Return actually occurs 

twice in the CAPM: 

(3) Expected Cost of Equity = RF + Beta * (Market Return - RF) 

High school algebra tells us that when a variable appears more than once in an 

equation, it should be assigned the same number (because you can’t “solve for X” 

CAPM is an acronym for Capital Asset Pricing Model. 
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Q. 

A. 

Q* 

A. 

if X is two different numbers.) Staff abandons this simple logic and plugs in two 

different numbers for RF in the above equation. In the first instance (just after the 

equal sign) where FW has a positive impact, Staff plugs in a low estimate of RF 

(1.29%). However, in the second instance (the last item in the equation) where RF 

has a negative impact, Staff plugs in a high estimate of RF (4.66%.) 

Notwithstanding the metaphysical question of how the Risk Free Rate of 

Return can be two different numbers at the same time, it is instructive to swap 

Staffs two estimates of RF to demonstrate how its numbers can be manipulated to 

lower the CAPM. For instance, if we put Staffs high estimate (4.66%) at the front 

end of the equation, and their low estimate (1.29%) at the back end, the result is 

12.18%. Similarly, if we plug in either of Staffs estimates of RF consistently we 

get significantly higher results than Staffs 6.4%. 

DOES STAFF OFFER ANY EXPLANATION AS TO WHY IT USES TWO 

DIFFERENT ESTIMATES OF RF IN THE SAME EQUATION? 

No. 

WHAT ARE THE ACTUAL RETURNS ON EQUITY BEING EARNED BY 

THE COMPANIES IN STAFF’S SAMPLE? 

The actual returns on equity earned by the companies in Staffs sample in 2012 are: 

7.33% 
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Q. 

A. 

in an ROE of 11.82%. Both of these numbers are well above Staffs 

recommendation of 9.1 %. 

More importantly, Cordes Lakes has a much Iess favorable risk profile than 

any of the above companies. Accordingly, any cost of equity analysis based on 

these companies should include a significant risk premium (a point which Staff 

apparently agrees with since they include a 60 basis point premium in their 

analysis). 

Alternatively, a return on equity based on the ROES of companies in a 

similar situation as Cordes Lakes should be used. 

HAS THE COMMISSION RECENTLY DECIDED A RATE CASE FOR A 

COMPANY SIMILAR TO CORDES LAKES? 

On February 20, 2013 the Commission issued Decision No. 73736 in the Arizona 

Water Company Eastern Group (“AMC”) rate case. AWC is much larger than 

Cordes Lakes, but it’s Eastern Group is quite small relative to the companies in 

Staffs sample. Like Cordes Lakes, AWC is faced with the need for substantial 

rehabilitation of its older plant. In that case, relying on the principles laid out in the 

Hope and Bluefield decisions, the Commission adopted a return on equity of 

10.55%. 

Given that Cordes Lakes is in a very similar situation to AWC’s Eastern 

Group, it is appropriate to allow the same return on equity for Cordes Lakes. Also, 

the End Results Doctrine discussed above leads to the same conclusion. A return 

on equity of 10.55%, along with the other recommendations in this testimony, 

provides for a very reasonable end result. Cordes Lakes’ customers will 

experience a very manageable increase ($2.70 per month for the median residential 

customer) to what is currently a low monthly bill (the current median Cordes Lakes 

Customer’s bill is $19.78 per month.) The increase proposed herein will greatly 
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111. 

Q* 

A. 

Q. 

A. 

enhance Cordes Lakes’ financial viability and allow it to begin dealing with 

substantial capital deployment needs, with minimal impact to its customers. 

CIAC BALANCE 

PLEASE DISCUSS THE ISSUE REGARDING THE COMPANY’S CIAC 

BALANCE. 

Staff is recommending a CIAC balance of $76,247 for Cordes Lakes. Staff further 

recommends that this CIAC balance should never be amortized. These 

recommendations are based on Staffs interpretation of the Commission’s order in 

the Company’s 1984 rate case (Decision No. 54526.) I believe that Staffs 

recommendation is based on an incorrect interpretation of Decision No. 54526. 

Furthermore, even if Staff was interpreting Decision No. 54526 correctly, the 

Commission’s view of CIAC has evolved substantially since 1985. Given current 

Commission practices, a non-amortizing CIAC balance is neither reasonable nor 

supportable. 

WHY DO YOU BELIEVE THAT STAFF’S INTERPRETATION OF 

DECISION NO. 54526 IS FLAWED? 

Staff relies on language at page 3 lines 10-17 of Decision 54526. That language 

states: 

“An additional matter was brought forth at hearing. CLWC 
indicated that it was presently ‘amortizing’ certain 
unrefunded advances which it had subse uently determined 

&e 
would never be repaid. Any advances w R ich are no lon er 
subject to refund should be reclassifzed as CIAC. 
Commission has consistently rejected amortization of CIAC, 
and any such amortization without express approval is 
im roper. CLWC should immediately reclassiiJjt these 
baances P as CIAC and should cease further amortization. 
Previous amortization should also be reversed.’’ (Emphasis 
added.) 
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Q. 

A. 

Q- 

A. 

A CIAC balance for Cordes Lakes of $76,247 is included in the Staff Report 

for the 1984 rate case application.* The order states clearly that the unrefhnded 

advances were an “additional” issue brought up “at hearing.” Therefore, the order 

could not have been referring to the $76,247 in CIAC included in the Staff‘s pre- 

hearing Staff Report. Additionally, the order also states clearly that the advances 

should be “reclassified” as CIAC. But Cordes Lakes’ $76,247 CIAC balance was 

already classified as CIAC prior to the hearing, so there would have been no need 

for a reclassification. For these reasons, it is apparent that the advances discussed 

in Decision 54526 were not the $76,247 CIAC balance presented in the Company’s 

1984 rate case application. Staffs assumption that Decision 54526 was referring 

to the $76,247 CIAC balance is simply incorrect. 

SO WHAT WERE THE ADVANCES THAT DECISION 54526 REFERRED 

TO? 

These advances were associated with the Company’s Verde Village System, which 

was part of the 1984 rate case. The Verde Village System was subsequently 

condemned by the City of Cottonwood some years ago. Consistent with normal 

ratemaking practices, the AIAC and CIAC associated with the Verde Village 

System would have conveyed with the condemnation. 

HOW HAS THE COMMISSION’S VIEW OF CIAC CIiANGED SINCE 

DECISION 54526? 

Decision 54526 indicates that CIAC should not be amortized. Since that time, the 

Commission has completely reversed its position regarding CIAC amortization. In 

fact, every rate case I am aware of includes CIAC amortization. The NARUC 

unified Systems of Accounts (published in 1996) also provide for CIAC 

* See page 15 of the Staff Report filed on December 4, 1984 in Docket U-2060-84-036. 
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Q. 

A. 

IV. 

Q. 
A. 

amortization. Based on current practice, I can think of no reasonable explanation 

as to why a 30 year old un-amortized CIAC balance should be kept on a company’s 

books? 

WHAT ARE YOU RECOMMENDING FOR THE COMPANY’S CIAC 

BALANCE? 

The Company’s internal accounting records indicate that it has a CIAC balance of 

$92,754. This is offset by accumulated CIAC amortization of $53,720 providing a 

net CIAC amount of $39,034. Schedule 1 shows the derivation of these CIAC 

amounts. 

BAD DEBT 

PLEASE DISCUSS THE ISSUE INVOLVING BAD DEBT. 

I noticed that the Company’s original application contained no provision for bad 

debt. This struck me as odd since all companies experience at least some level of 

non-payment (especially in a state like Arizona, where transient residents are 

common). The Company was unaware that bad debt expense could or should be 

included in a rate case application. 

The Company provided me with its test year bad debt expense (tracked by 

their billing system), which is included in the schedules I prepared. The test year 

level of Bad Debt expense is $4,049. This is just less than 1% of the Company’s 

operating revenue. The detail of the $4,049 bad debt expense is included as 

Exhibit 2. The $4,049 is a reasonable amount and reflects the Company’s actual 

test year bad debt expense. This bad debt expense should be included as a 

component of the revenue requirement in this case. 

Conceivable, if the CIAC may have been associated with non depreciating plant (Le., land) it 
should not be amortized. But if that were the case there should have been a $76,247 land balance 
for Cordes Lakes in the 1984 case. The 1984 case did not include a $76,247 land balance for 
Cordes Lakes. 
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V. 

Q. 
A. 

VI. 

Q. 

A. 

REAL PROPERTY 

PLEASE DISCUSS THE ISSUES INVOLVING LAND IN THIS CASE. 

Staffs Rate base Adjustment No 1 removes $35,665 from plant based on it being 

for a lot that is not used or useful. I do not have an issue with this adjustment; the 

lot in question is not currently being used by the Company. However, the $35,665 

was the entire amount the Company was claiming for land in its application. The 

Company owns other parcels of land used in the provision of water utility service 

to its customers. Staff’s engineering report indicates that the Company operates 

five wells and two booster stations. Each of these facilities has to be located on a 

piece of land. Therefore a zero balance for land is unreasonable and not reflective 

of reality. 

After some inquiry, I was informed that the Company’s internal accounting 

records indicate a land balance of $85,599. The Company did not include the full 

amount of land balances in its rate case application. Exhibit 3 shows the detail of 

the Company’s land balance since 1999. 

Removing the $35,665 for the unused lot from the Company’s total land 

balance leaves a land balance of $49,934. This is a reasonable amount considering 

that the facilities owned and operated by the Company (five wells and two booster 

stations) are Iocated on the land. Inclusion of the $49,934 land balance in rate base 

is appropriate and consistent with standard ratemaking practices. 

INVOICES 

PLEASE Discuss THE ISSUES INVOLVING STAFF’S ADJUSTMENT 

NO 3. 

Staff’s adjustment No 3 removes $1 1,818 of used and usefbl plant from rate base. 

This disallowance is based on: (i) Staffs decision to classifl certain plant additions 

as expenses, and (ii) on one invoice inadvertently not being provided by the 

12 
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Q* 

A. 

VII. 

Q* 

A. 

Company. The missing invoice is attached to this testimony as Exhibit 4. Staffs 

allocation of the invoiced amounts to expenses is excessive and is not consistent 

with normal capitalization procedures. Schedule 2 compares Staffs proposed 

allocations to those proposed by the Company. Schedule 2 also shows that the 

Company’s proposed allocation between plant and expenses - along with the 

missing invoice - make Staffs proposed $1 1,8 18 disallowance unnecessary. 

DOES STAFF JUSTIFY THEIR DECISION TO CLASSIFY CERTAIN 

PLANT ADDITIONS AS EXPENSES? 

No. 

Staff does not explain why it considers certain items to be “non-capitalized.” 

Staff simply states that some invoices “included non-capitalized items.”” 

For an example of why Staffs classification of the provided invoices is 

unreasonable, let’s consider Invoice No. 1081 15 for $1,229. This invoice is 

attached as Exhibit 5 .  This invoice includes long lasting plant items such as gate 

valves (part # BGV.007) and Meter Valves (part # KV43.342W), and yet Staff 

classifies all $1,229 as a repair expense. Capitalization policies vary across 

companies. Some companies will capitalize any expenditure above a certain 

amount (e.g., $100.) Others employ a policy of capitalizing any expenditure that 

increases the life of the plant. Under either of these policies the expenditures in 

Invoice No. 1081 15 would qualifj as capital improvements. 

RATE CASE EXPENSE 
PLEASE DISCUSS YOUR RECOMMENDATION REGARDING RATE 

CASE EXPENSE. 

The Company’s owners initially attempted to compile and process this rate case 

application without outside assistance. However, compounding the problem was 

lo Direct Testimony of Mary J Rimback at 9 line 15. 
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that the Company was allowed to use a short-form application intended for Class D 

and E utilities. While Staffs intentions may have been to allow Cordes Lakes’ 

owners to avoid the complexities inherent in a full rate case proceeding, it then 

proceeded to file nearly 40 pages of complex cost of capital testimony. Moreover, 

Staff then recommended a median increase of $02 for a typical %-inch meter 

customer, which is less than one-tenth of one percent, based on a flawed three- 

tiered rate structure. Faced with such an unreasonable recommendation that does 

nothing to ensure the financial viability of the Company, Cordes Lakes’ owners 

determined that outside assistance was indeed necessary. This testimony and the 

attached schedules only correct the deficiencies in the case DMAS has identified. 

This amount of effort, including the legal expenses necessary to properly process 

this case, is estimated to result in a very reasonable rate case expense of $18,000. 

The Company proposes to amortize that expense over three years. 

POST TEST YEAR PLANT 

PLEASE DISCUSS THE COMPANY’S PROPOSED POST TEST YEAR 

PLANT 

Since the end of the test year the Company has had to replace multiple pump 

motors and install various other electrical equipment. These plant expenditures 

total $7,680 to date in 2013 and $8,643 for 2012. The Company proposes adding 

the total amount of $16,324 to rate base. This adjustment includes an increase to 

accumulated depreciation of $2,641 and to depreciation expense of $1,560. Given 

that nearly a year and a half has passed since the end of the test year a post test year 

plant adjustment is appropriate. This amount does not represent the total amount of 

plant added since the end of the test year, rather it is the amount DMAS was able to 

identifl and veri@ within the limited time available to develop this Rebuttal 

Testimony. 
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EXPENSE ADJUSTMENTS 

PLEASE DISCUSS THE COMPANIES PROPOSED ADJUSTMENT TO 

ACCOUNTING CONTRACTUAL SERVICES. 

Most of the Company’s accounting is now done in house by Mr. Neil Folk. 

However, because of Mr. Folk’s advanced age the Company is actively seeking a 

vendor to supply comprehensive outside accounting services. In Dh4AS’ 

experience a typical Class C water utility incurs outside accounting expenses of 

$10,000 per year. An adjustment of $6,340 to bring the Company’s current outside 

accounting expense, $3,660, up to $10,000 is appropriate in light of this situation. 

PLEASE DISCUSS THE COMPANY’S PROPOSED ADJUSTMENT TO 

PURCHASED POWER EXPENSE. 

The Company is a customer of Arizona Public Service (APS) which had a rate case 

conclude on March 24, 2012 (Decision No. 73183.) This decision makes several 

changes to APS’ myriad charges and surcharges. On net these changes result in an 

increase of $917 per year for Cordes Lakes and the Company is proposing an 

adjustment to account for these known and measurable changes. 

REVENUE REOUIREMENT AND RATE DESIGN 

PLEASE DISCUSS THE COMPANY’S PROPOSED REVENUE 

REQUIREMENT. 

The Company proposes an increase in revenue of $50,271. This is an increase of 

12% over adjusted test year revenue of $420,536. 

WHAT RATES ARE THE COMPANY PROPOSING? 

Table 1 shows the Company’s proposed rates along with the present rates, as well 

as Staffs proposed rates: 

15 



4 

I Present Rates 
%” Meter 1 1 1 .oo 

5 

Staff Proposed Company Proposed 
11.00 13.52 

6 

Tier 1 < 3K 7 
Rates 
2.80 2.80 2.81 

8 

9 

3K < Tier 2 < 8K 
Tier 3 > 8K 

10 

4.30 4.50 4.50 
5.00 5 -40 5 -40 

11 
Tier 1 < 18K 
Tier 3 > 8K 12 

4.30 4.50 4.50 
5 .OO 5.40 5.40 

13 

Tiers by gallons 14 

15 

16 

17 

Present Staff Proposed Company Proposed 
Rates 

18 

Tier 1 < 75K 
Tier 3 > 75K 

19 

4.30 4.50 4.50 
5 .OO 5.40 5.40 

20 

21 

Bill at Present Rates 
Bill at Staff Proposed Rates 
Bill at Company Proposed 
Rates 

24 

25 

Bill $ Increase 
$19.78 
19.80 $0.02 
22.35 $2.70 

26 

Q* 

A. 

Table 1 
Monthly Minimum Charges I 

Commodity Rates 34’’ Meters 
Tiers by gallons I Present 1 Staff Proposed I Company Proposed 

I Commoditv Rates 1” Meters 1 1 Tiers by gallons 1 Present 1 Staff Proposed 1 Company Proposed Rates 

WHAT IS THE IMPACT OF YOUR PROPOSED RATES ON THE 

MEDIAN RESIDENTIAL CUSTOMER? 

Table 2 below shows the monthly impact on a residential customer with median 

usage of Staffs and the Company’s proposed rates. 
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PLEASE DISCUSS STAFF’S AND THE COMPANY’S PROPOSED RATE 

DESIGN. 

Staffs proposed rates result in a $.02 monthly increase for the median residential 

customer, and allocates the entirety of the proposed increase to the top two 

commodity tiers. This is an unreasonable allocation because it is actually more 

likely to result in a revenue decrease rather than a revenue increase. High use 

customers are more likely to conserve than other customers. The bulk of Cordes 

Lakes customers already use a low amount of water and thus have little room for 

conservation. In contrast, the few high use customers can certainly look for ways 

to reduce their usage. All it will take is for a few high use customers to cut back on 

their usage to completely eliminate the increase recommended by Staff or to 

actually result in a decrease. Staffs unreasonable and highly risky rate design 

should not be adopted. 

The Company’s proposed rates result in only a $2.70 monthly increase for 

the median residential customer. The Company’s proposed rates allocate most (but 

not all) of the proposed increase to the monthly minimum charge which leads to 

revenue stability. Given the substantial infrastructure investments Cordes Lakes is 

faced with, revenue stability is imperative. 

Under Staffs proposed rates, 41% of revenue will come from monthly 

minimum charges and 59% from Commodity rates. Under the Company’s 

proposed rates 46% of revenue will come from monthly minimum charges and 

54% from Commodity rates. Although the Company is not proposing a radically 

different rate design, Staffs allocation of 100% of their proposed increase to the 

top two commodity rate tiers substantially enhances the risk to the Company that it 

wil not earn the authorized revenue requirement, and it should be rejected. 
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OTHER ISSUES (SURCHARGES, BMPS, AND CC&N APPLICATION) 

PLEASE DISCUSS THE SURCHARGES RECOMMENDED IN THE 

COMPANY’S APPLICATION. 

Due to high levels of water loss Cordes Lakes is in great need of plant investment. 

This is not the result of mismanagement, it is simply the result of age. The plant in 

the ground is getting old and needs to be replaced. Staffs Engineering Report 

demonstrates that plant additions are necessary to address the water loss issue.” It 

also finds that the Company’s proposed expenditures to deal with these issues to 

“be a goad starting point.”*2 As a result, the Company is proposing that surcharges 

be put in place to fund the necessary plant investments. 

In its amended application, the Company explains that (1) it was ordered in 

its last rate case to investigate mitigating water loss from leaks and old meters, (2) 

the Company does not have the finances to fund a major leak reduction effort, and 

(3) the plant responsible for most of the leaks was installed prior to 1974. In spite 

of these averments, Staffs accounting witness indicates that the Company “did not 

provide any explanation to support’’ the surcharges.’’ Staffs accounting witness 

also characterizes the necessary work on water loss as “repairs” and as “normal on- 

going c o s t ~ . ” ~ ~  This is a mischaracterization at best. Dealing with plant that is 

more than forty years old and that is causing substantial leaks does not require 

“repairs” - it requires investments in new plant. Staffs engineering witness 

agrees that the Company’s proposal to spend $30,000 per year over the next two 

’’ See Exhibit DS to the Direct Testimony of Del Smith at page 8. 
l2 See point 2 under CONCLUSIONS in the Executive Summary of the Direct Testimony 
of Del Smith in this Docket. 
l 3  See Exhibit DS to the Direct Testimony of Del Smith at page 8. 
l4 Direct Testimony of Mary J Rimback at 22. 
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years addressing this issue is “a good starting Yet Staffs accounting 

witness allows only $13,662 for repairs and maintenance expense - for the entire 

system - and states that it is sufficient to cover on-going costs. 

While the Company believes that a surcharge is appropriate in this case, it is 

also aware and understands that the Staff and Commission have not typically 

allowed for such surcharges. In order to limit the issues in dispute, and 

notwithstanding the contradictions in Staffs testimony discussed above, the 

Company is withdrawing its request for surcharges. However, this discussion 

highlights the Company’s need for rate relief in this docket, and clears the record 

that the Company did in fact explain its need for the surcharges. Cordes Lakes is 

in need of substantial plant investment, which will be untenable if the rates 

recommended by Staff are adopted. 

PLEASE DISCUSS THE ISSUE CONCERNING BEST MANAGEMENT 

PRACTICES (BMPS.) 

Staff is recommending that the Company file tariffs for five different BMPs. 

However, Staff includes no cost recovery for the expenses associated with these 

BMPs. The Company’s focus is on addressing the state of its aging distribution 

system, and requiring the Company to file these BMP tariffs - especially without 

any promise of cost recovery - is an unnecessary burden, and the Company 

respecthlly requests that the Commission reject Staffs recommendation. 

PLEASE DISCUSS STAFF’S RECOMMENDATION REGARDING A 

FUTURE CC&N APPLICATION. 

Staff is recommending that the Company file a CC&N extension application to 

deal with customers it is serving outside of its service territory. As a result of 

l5 See point 2 under CONCLUSIONS in the Executive Summary of the Direct Testimony of Del 
Smith in this Docket. 
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recent changes to the Commission’s rules and regulations, CC&N applications are 

now more time consuming and expensive. Given the water loss issues the 

Company is grappling with, the additional expense and effort required to file a 

CC&N extension application should be avoided. Neither the Company nor its 

ratepayers will be harmed. As a compromise, Cordes Lakes may be willing to file 

a Notice of Extension so that the CC&N boundaries can be properly established 

and recorded by Staff, but only if the process is streamlined and will not require a 

costly expenditure. In the absence of Staffs willingness to compromise, then the 

Company would respecthlly requests that Staffs recommendation not be adopted. 
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CORDES LAKES WATER COMPANY 
Docket No. W-02060A--l2-0356 
Test Year Ended December 31,201 1 

Schedule I ClAC and ClAC Amortization 

Date 
1 2/3 1 A999 
1 1 /30/2000 
1 213 1 /200 1 
1 2/3 112002 
1 2/3 112003 
1 2/3 1 12004 
1 1 /30/2005 
1213 112006 
1 2/3 1 /2007 
1 2/3 1 /2008 
12/31/2009 
12/31 1201 0 
12/31/2011 
1 2/3 1 /2012 

Total CIAC 
92753.88 

Total ClAC Amortization 
-53720 

Current ClAC Balance 
39034 

Amount Balance 
79638.88 79638.88 

-4685 74953.88 

-4685 65583.88 
-4685 60898.88 
13115 74013.88 

-4685 64643.88 
-4685 59958.88 
-4185 55773.88 

-41 85 47403.88 
-4185 4321 8.88 

-4685 70268.88 

-4685 69328.88 

-4185 51 588.88 

-41 85 39033.88 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

2008 2944A 2/12/08 
3861 3/13/08 
4182 312 7/08 
4532 411 7/08 

261 4130108 
4646 5/1/08 
4033 5/7/08 

0 5/23/08 
5162 5/23/08 
4077 7/7/08 
661 0 9/2/08 
41 08 9/4/08 
6250 1 0/22/08 
7478 11/19/08 

Schedule 2 Analysis of Invoices 
I l P l a n t  Per Expenses 

- 1,938 I 1937 5 
3,116 1,938 3024 95 

538 2,945 171 469 65 
1,748 510 28 1748 
8,688 1,748 - 8687.5 

15,246 8,688 1 5245.83 
3,541 15,246 3541.14 
3,416 3,541 3415.87 
1,750 3,416 1749.68 
4,370 1,750 4369.61 
5,259 4,370 5259.32 
8,119 5,259 81 19.08 
4,389 8,119 4388.88 
1,236 I 4,389 1235.78 

2007 Invoice # 

2010 12301 3/4/10 
1919 12/28/10 

104306 
104409 
105059 
105057 
105058 
106690 
107178 
17638 

1081 16 
108115 
108268 
108966 
10827 
1359A 
1100 

1,165 1165.32 - 
- 942 1,165 0 942 

Date 

26-Oec-06 
4-Jan-07 
8-Feb-07 
8-Feb-07 

2/8/07 
5/1/07 

5/24/07 
611 4/07 
711 0107 
711 0107 
711 8/07 

8/2/07 
811 4/07 

10/26/07 
1 1/8/07 

Arnoun 

2,076 
909 
192 
953 

3,304 
3,305 

909 
1,148 

432 
1,229 
1,966 
1,436 
2,481 

29 I 
65 

Staff PerStaff 

1,008 1,068 
909 
192 
746 206 

2,352 952 
2,514 791 

909 
- 1,148 
432 

1,229 
1,966 

1,436 
1,825 655 

291 

Plant Per Expenses 
per company per company 

1265 
909 
192 
858 

2971 
31 04 
909 

1066 
431.83 

865 
1229.21 

1436 
1858 
29 1 
65 

810 

95 
333 
200 

82 

364 

0 
622 

9517 511 4/09 59 1 
10407 811 2/09 1,207 
10975 10/8/09 1 701 

822 549 8 
591 1165 17 

1.168 38 572 130 



201 1 2223 612811 1 1,611 
Contract 2,412 

Total of Provided Invoices 

161 0.87 0 
1,611 241 1.5 0 

97,600 81,066 7,841 92,731 4,043 

Difference Plus Expenses 
Missing Invoice (Invoice No. S1016897) Exh 
Surplusl(Deficit) 

Total Plant Additions per application 1 100,635 100,635 I 

1 0,876 11,946 
13,533 13,533 
2,658 1,587 

Difference 3,035 7,904 I 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Line 

1 Adjusted Rate Base 

2 Adjusted Operating Income 
3 Current Rate of Return 
4 Required Operating Income 

5 Required Rate of Return 
6 

7 Gross Revenue Conversion Factor 
Operating Income Deficiency (4 - 2) 

Schedule A 
Computation of Increase in 

Revenue Requirement 

Orininal Cost 

$. 222,825 $ 

$ (15,122) $ 

$ 23j508 $ 

-6.79% 

10.55% 

$ 38,630 $ 

1.301 

RCND 

222,825 
(1 5,122) 
-6.79% 

23;508 

10.55% 
38,630 

1.301 

8 Increase in Gross Revenue Requirements (6 x 7) $ 50,271 $ 50,27 1 

Projected Adjusted Revenue at Customer Revenue YO Dollar 
Classification Increase Due Increase 

Revenue at Proposed 
Present Rates Rates to Rates 

9 314" Meter Residential $ 405,243 $ 454,163 $ 48,920 12.07% 
10 1 I' Meter Commercial 2,400 2,737 337 14.06% 

11 2" Meter Commercial 5,463 5,88 1 418 7.65% 
12 Unmetered Revenue 8.090 8.090 0.00% 
13 Total $ 420,536 $ 470,871 $ 50,335 11.97% 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Schedule B 
Rate base 

Company as Staff as Company as 
Line Description Filed Adjusted Revised 

1 Gross Utility Plant in Service 
2 Less: Accumulated Depreciation 

3 Net Utility Plant in Service 

4 Less: 

5 Meter Advances 
6 
7 Customer Deposits 

8 Add: 

9 Amortization of Contributions 

10 Deferred Tax Assets 
I 1  Allowance for Working Capital 
12 Total Rate Base 

Contributions in Aid of Construction 

$ 601,634 $ 1,137,023 $ 1,198,775 
(I 39,712) (894,996) (897,637) 

$ 461,922 $ 242,027 $ 301,139 

$ 21,110 $ 21,110 $ 21,110 
- $ 76,247 $ 92,754 

18,170 18,170 18,170 

$ - $  - $  53,720 

$ - $  - $  

74,147 
$ 496,789 $ 126,500 $ 222,825 
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CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Schedule B-2F 

RATE BASE ADJUSTMENTS for Post Test Year Plant 

Pumping Equipment 
Depreciation Rate 12.5% 

Depreciation 
Installed Plant (With half Year 
per year Total Installed Plant Convention) 

201 3 7,680 16,324 1,560 
201 2 8,644 8,644 1,080 

Total 16,324 Accumulated Depreciation 2,641 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Schedule C 
Adjusted Test Year Income 

Statement 

Proposed Adjusted Test 

Line Acct Description Filed Adjusted Adjustments Revised Increase Rate Increase 
Company as Staff as Company Company as Rate Year With 

Operating Revenues: 
46 I Metered Water Revenue 
460 Unmetered Water Revcnue 

462,717 412,446 $ 50,271 $ - $  $ 403,353 $ 412,446 $ 

474 Other Water Revenue 640 8,090 8,090 8,090 
Received For Contract Labor 167,692 

Total Operating Revenue $ 571,685 $ 420,536 $ * $  420,536 $ 50,271 $ 470,807 

6 
7 

8 
9 
IO 
I I  
I2 
13 
14 
15 
16 
17 
18 
19 
20 

21 

22 
23 

24 
25 
26 
27 
28 

29 

28 OPERATING INCOME/(LOSS) $ (17,373) $ 5,145 S - $  (15,122) S 43,254 $ 28,132 

Operating Expenses: 
601 Salaries and Wages $ 309.095 S 141,403 S - S  141,403 $ - $  I4 1,403 

Contract Labor 10,312 10,312 10,312 10,312 
604 Employee Pensions and Benefits 29,422 29,422 29,422 29.422 
6 IO Purchased Water 
615 Purchased Power 31,723 31,723 917 32,640 32,640 
6 I8 Chemicals 

Repairs and Maintenance 12,650 13,662 13,662 13,662 

630 Contractual Services - Billing 24,l I8 24,118 24,118 24,118 

Contractual Services - Computer Programmin 3,511 3.51 1 3,511 3,511 
Water Testing 1,806 5,858 5,858 5,858 

640 Rents 28,150 28,150 28,150 28,150 

Insurance - General Liability 33,033 33,033 33,033 33,033 
Insurance - Health and Life 14,936 14,936 14,936 14.936 

665 Rate Case Expense 6,000 6,000 
Regulatory Expense 

621 Office Supplies and Expense 11,491 14,491 14,49 I 14,491 

Contractual Services - Accounting 3,660 3,660 6,310 10,000 10,Ooo 

650 Transportation Expenses 8,995 8,995 8 995 8,995 

670 Bad Debt Expense 4,049 4,049 
675 Miscellaneous Expenses - Permits 2,000 2,000 2,000 2,000 

Miscellaneous Expenses - Uulities Except Ele 3,391 3,391 3,391 3,391 

403 Depreciation Expenses 37,195 18,547 2,961 21,508 21.508 

Miscellaneous Expenses - Travel 

Miscellaneous Expenses - Bank Charges 1,304 I 304 1,304 1,304 
Miscellaneous Expenses - Payroll Services 859 859 859 859 

Payroll Taxes 175 I75 175 175 
408 11 Property Taxes 18,187 23,429 23,428 936 24,364 

427 4 Interest Expense - Customer Deposits 1,050 1,050 1,050 

Total Operating Expenses $ 589,058 $ 415.391 $ 10,218 $ 435,658 $ 7,017 $ 442,675 

409 Income Taxcs 45 1,362 1,362 6.081 7,443 



CORDES LAKES WATER COMPANY 
DDcket No W.02060A-12.0356 
Tesl Year EndedDecembar31,2011 

Schedule CJ 
Compulrlion of Gross Revenue Conversion Factor 

LINE 
MQ 

I 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 

38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
58 

Cakul8tbn of Gmsr Revenue Cwrversion Factor 
Revenue lOi.OoM)% 
Unwllecible Fanor (Line 11) 0.761 4% 
Revenues (L1 - L2) 99.2386% 
Combmed Federal and Stale Tax Rale (bne 17) + Propew Tax Factor (Line 22) 22.3951% 
Subtotal (L3. L4) 76.8435% 
Revenue Conversion F8ctor (LI I LS) 1.301346 

~alcuiatmfl of UnmUe'7bte h c t w  
Unity 
Combined Federal and Slate Tax Rate (Lme 17) 
One Minus Combined Income Tax Rate (L7 - La ) 
Uncollectible Rate 
UncoIIecllble Factor (L9 * L10 ) 

CBINktiOn of Effective Tax Rate 
Opsrallng lnwme Befom Taxes (Anions Taxable Income) 
Amona Stale Income Tax Rate 
Federal Taxable I n c m  (L12 - 113) 
Applicable Federal l n m e  Tax Rate (Lma 53) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and Slale Income Tax Rale (L13 +Lis) 

Caleuletron of Effechve Pmmttv Tax Factor 
U"itv 

100 0000% 
20 9228% 
79 0772% 
0 9629% 
0 76 14% 

100 0000% 
6 9680% 

93 0 3 2 0 ~  
15 0000% 
13 9548% 
20 9228% 

100 OoOo% 
20 9228% Combined Federal and State Tax Rate(Ltne 17) 

One Minus Combmed Income Tax Rate (LIE - L19) 
Property Tax Faclor (MJR-17, LZ4) 
Elfanwe Property Tax Factor (L 21 * L 22) 
Combined Federal and State Tax and Properly Tax Rate (L17+L22) 

79 0772% 
18618% 
14723% 

22 3951% 

Required Operating Income (Schedule MJR-1 Line 5) $ 23 508 
AdiusledTest Year Operatmp lnwme (Loss) (Schedule MJR-11 Line 40) 
Required Incmase m Operatlng Income (L24 - U5) 0 38,630 

lnwma Taxes on Recommended Revenue (Col (D), L52) a 7,443 

$ (15,1221 

Income Taxes on Test Yair Revenue (Col (e), L52) 
Required Increase in Rewnue to ProwIda for lnwme Taxes (L27. L28) 

Recommended Revenue Requirement (Schedule MJR-1 bne 10) $ 470.807 
Uncollecltble Rete (Lme 10) 0 9629% 
UncoIIecllble Expense on Rewmmended Revenue (L24 * Us) $ 4,533 
Adjusted Test Year Uncollec~ble Expense s 4,049 

$ (2,879) 
$ 10,322 

Required Invease in Revenue to Provide for UncollecliYe Exp (L32 - 133) 

Property Tax with Recommended Revenue (MJR-17, LIB) s 24,364 
Property Tax on Tesl Year Revenue (MJR-17. L 16) $ 23,428 
lncreasee In Pmpe*Tax Due to Increase in Revenue (MJR-17 L22) 

$ 484 

$ 936 

Total Required Increase m Revenue (U6 + Ug + L34+L37J 

Calculation of 1- 

Revenue (Schedule MJR-11, Col (C). Line 5 8 Sch. MJR-1. Col (8). Line 
Operating Expenses Excluding Income Taxes 
Synchmnied Interest (L47) 
m o n a  Taxable lnc~me (L36. L317- L38) 
Arizona State Income Tax Rate 
Amona l n a m  Tax (L39 x L40) 
Federal TaxaUs Income (L42- L43) 
Federal Tax on Fint Income Bracket ($1 - $50,000) Q 15% 
Federal Tax on Second Income Bracket ($50,001 - $75,000) Q 25% 
Federal Tax on Third Inuvrr, BmcLei ($75,001 .1100,wO) Q 34% 
Federal Tax on Fourth Income Bracket (SlOO.001~ $335,000) @ 39% 
Federal Tax on Fifth Income Bracket 0335.001 -110.000.W0) @ 34% 
Total Federal Income Tax 
Combined Federal and Stele Income Tax (L44 + L51) 

5 50.372 

Test Year 

$ 434,296 
$ 
$ (13.760) 

6.9680% 

8 (12.801) 

$ 
s 
5 
$ 

10) $ 420,536 $ 

$ 

$ (1,920) 

B e c o m m e n ~  

50,271 S 470.807 
0 435.232 
I 
0 35,575 

6.9680% 
(959) $ 2,479 

0 33.096 
s 4.964 
$ -  
$ -  
$ -  
s -  

$ (1,920) s 4.864 
$ (2.879) s 7,443 

15.0000% Applicable Federal Income Tax Rate [Col. (0). L51 - Col (6). L5111 [Col (C). 145 - Col. (A), L451 

Rate Ease (Schedule MJR-3, Ccl (C). Line 17) 
We~ghted Average Coal of Dcw 
Synchronized lnlerest (LJ4 X L56) 

$ 222,825 
0.00% 

$ 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

LINE 
NO. 

OPERATING INCOME ADJUSTMENT #5 - PROPERTY TAXES 

COMPANY 
AS ADJUSTED Property Tax Calculation 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Company Adjusted Test Year Revenues - 2011 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Company Recommended Revenue, Per Schedule MJR-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 Line 13) 
Composite Property Tax Rate 

Company Test Year Adjusted Property Tax (Line 14 Line 15) 

$ 420,536 
2 

841,072 
420,536 

1,261,608 
3 

420,536 
2 

841,072 

2,171 
838,901 

20.0% 
167,780 

13.9638% 

$ 23,428 

Property Tax - Company Recommended Revenue (Line 14 * Line 15) 
Company Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar increase in Revenue (Line2ZLine 23) 

Schedule C 4  

COMPANY 1 RECOMMENDED I 
$ 420,536 

2 
$ 841,072 
$ 470,807 

I ,311,879 
3 

437,293 
2 

874,586 

2,171 
$ 872,415 

20.0% 
$ 174,483 

13.9638% 
$ 

$ 24,364 
$ 23,428 
$ 936 

$ 936 
50,271 

1.861840% 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Schedule C-5 

Rate Case Expense 
Expense 18,000 

6000 
Ammortization Period (years) 3 



CORDES LAKES WATER COMPANY 
Docket No W020M)A-120356 
Test Year Ended December 31, 2011 

Schedule C-B Depreciation Expense Adjustment 

Add Back 
Depreciable Amounts from Depreciable 

Line ACCT Amount Staff Rate base Amount Oeprecation Depreciation 
No rn DFSCRlPTlON Amount Per Staff Adjustment #3 Per Company Rate Exmnse 

Plant In Service 
1 
2 
3 
4 
5 
6 
7 
8 
0 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
21 
28 

So1 
302 
303 
304 
305 
306 
307 
308 
309 
31 0 
31 1 
320 
330 
331 
333 
334 
335 
336 
339 
340 
341 
342 
343 
344 
345 
346 
347 
348 

Organization 
Franchises 
Land and Land Rights 
Structures & Improvements 
Collecting 8 Impounding Reservoirs 
Lakes, Rivers, Other Intakes 
Wells and Springs 
lnfittralion Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Plant 
Distribution Resetvoirs 8 Standpipes 
Transmission B Distribution Mains 
Services 
Meters 8 Meter Instatlation 
Hydrants 
Backflow Prevention Devices 
Other Plant 8 Misc. Equipment 
Office Furniture & Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Ship & Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

$ -  

6,657 

167,348 

26.588 

141,632 
581.937 
19,350 
54,817 

60,550 
6.101 

71,461 

582 

$ -  

4,400 

151,979 

16,030 

94,458 
19.442 

47,078 

60,550 
6,101 
2,412 

(3,898) 

16,025 

1,235 
926 

4,400 

151,979 

16,030 

94.458 
15,544 

63,103 

61.785 
7.027 
2,412 

000% $ 
0 00% 
0 00% 
3 33% 
2 50% 

2 50% 
3 33% 
6 67% 
2 00% 
5 00% 

12 50% 
3 33% 
2 22% 
2 00% 

3 33% 
8 33% 
2 00% 
6 67% 
6 67% 
6 67% 

20 00% 
4 00% 
5 00% 

10 00% 
5 00% 

10 00% 
10 00% 
0 00% 

Total Depreciation Expense $ 
Staff Depreciation Expense $ 

Adjustment for Reversal of Staff Rate base Adjustment #3 $ 

Depreciation Expense Associated With Post Test Year Plant $ 

TOTAL ADJUSTMENT $ 

147 

5,061 

2,004 

2,097 
31 1 

5,256 

4,121 
469 
482 

19,948 a 
18,547 b 
1,401 c=a-b 

1,560 d 

2,961 e=d+c 



COROES LAKES WATER COMPANY 
Docket No. W4206OA-12-0356 
Test Year Ended December 31,201 1 

Schedule H-3 

Present Rates -Proposed Rates- 
Company Company 

Monthly Usage Charge Application Staff Revised 
518 x 34" Meter NIA N/A NIA 

310" Meter 
1" Meter 

1'W Meter 
2" Meter 
3" Meter 
4 Meter 
6" Meter 

Commoditv Rate Chame 
Y4" Meter 
Tier 1 
Tier 2 
Tier 3 Over 8.000 gallons 
1' Mefer 
Tier 1 
Tier 2 Over 16.000 gallons 
IH' Meter 
Tier 1 
Tier 2 Over 43.500 gallons 
2" Mefer 
Tber 1 
Tier 2 Over 75,000 gallons 
3" Mefer 
Tier 1 
Tier 2 Over 160,000 gallons 
4" Meter 
Tier 1 
Tier 2 Over 290,000 gallons 
6' Meter 
Tier 1 
Tier 2 Over 530,000 gallons 

Gallons Included in Minimum 

From 0 to 3,000 gallons 
From 3,001 to 8.000 galk 

From 0 to 16.000 gallons 

From 0 to 43.500 gallons 

From 0 to 75.000 gallons 

From 0 to 160.000 gallon 

From 0 to 290,000 gallon: 

From 0 to 530,000 gallon: 

11.00 
19.50 
39 00 
62.50 

125 00 
220 00 
390 00 

2 80 
430 
500 

430 
500 

4 30 
500 

4 30 
5 00 

4 30 
5 00 

4 30 
5 00 

4 30 
500 

0 

1350 
24.50 
48 75 

156 00 
275 00 
485 00 

78.00 

3 30 
5 25 
6 00 

5 25 
6 00 

5 25 
6 0 0  

5 25 
800 

5 25 
600 

5 25 
600 

5 25 
600 

0 

11.00 f 13.65 
19.50 f 23.58 
39.00 $ 48.40 
62.50 f 77.56 

125.00 $ 155.11 
220.00 $ 273.00 
390.00 $ 483.95 

2 80 2 81 
4 50 4543 
5 40 5 40 

4 50 4 50 
540 5 40 

4 50 4 50 
5 40 5 40 

4 50 4 50 
5 40 5 40 

4 50 4 50 
5 40 5 40 

4 50 4 50 
5 40 5 40 

4 50 4 50 
5 40 5 40 

0 0 

Service Line and Meter Instailation Charges 
518" x 314" Meter 

Present Rates Company and Staff 
I Service Meler 

3/4" Meter 
1" Meter 

1w' Meter 
2 Meter 
2" Meter 
3' Meter 
3" Meter 
4" Meter 
4" Meter 
6 Meter 
6" Meter (Compound) 
8" Meter (Tuaine) 

10" Meter (Tuaine) 
12" Meter (Turbine) 

Service Charoes 
Establishment 

cost 

Installation Total 

4,710.00 5.960.00 
cost cost 
cost cost 

Cost I cost cost cost 

Present Rates Company and Staff 
$25.00 $30.00 

EstaMishment (After Hours) $35.00 NT 
Rewnnedon (Delinquent) $15.00 $20.00 
Reconnection (Delinquent) After Hours $25.00 NT 
NSF Check $12.50 $15.00 

Meter Test (If Correct) $25.00 $30.00 
Meter Re-Read (If Correct) $10.00 $12.00 

Deferred Payment (per Month) ... 1 5% 

* Per Commission Rules (R14-2-403.8) .. Months off system times the minimum (R14-2403.0) - 1.5% on the unpaid balance per month -. 2.00% of Monthly Minimum for a Comparable Sued Meter Connection, 
but no less than $1 0.00 per month. The Service Charge for Fire SprinkJerr 
is only applicable for servica lines seperate and distind from the primary 
water service line. 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Schedule H-4 

Median Customer Usage 
3088 Gallons 

$ Increase % Increase 

Bill at Staffs Proposed Rate $ 19.80 $ 0.02 0.09% 
Bill at present rates $ 19.78 

Bill at Company's Proposed Rates $ 22.48 $ 2.70 13.64% 

Average Customer Usage 
4169 Gallons 

$ Increase % Increase 
Bill at present rates $ 24.43 
Bill at Staffs Proposed Rate $ 24.66 $ 0.23 0.96% 
Bill at Company's Proposed Rates $ 27.34 $ 2.91 11.93% 
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Matthew Rowel1 
PO Box 51628 

Phoenix, AZ 85076 
4809615484or6027620100 

mattrowell@cox.net 

Professional History 

Desert Mountain Analytical Services, PLLC (DMAS) 2007 - Present 
Managing Member 
DMAS is  a small consulting firm specializing in utility finance, ratcmaking and other 
regulatory issues. DMAS’ clients range in size from large multinational corporations to 
small rural utilities. 

Arizona Corporation Commission 1996 to 2007 

Chief Economist (July 2001 to February 2007) 
Analyzed and produced testimony or staff reports on a wide variety of utility issues. 
Supervised a staff of nine professionals with similar responsibilities. 

Economist (October 1996 to July 2001) 
Analyzed and produced testimony or staff reports on a wide. variety of utility issues. 

Education 

Master of Science and ABD Economics, 1995, Arizona State University. 
Successfully completed all course work and exams necessary for a Ph.D. Course work 
included an emphasis in industrial organization and extensive experience with statistical 
analysis, public sector economics, and financial economics. 

Minors: Philosophy, Statistics. 
Bachelor of Science Economics, 1992, Florida State University. 

Certifications 

Certified Rate of Return Analyst designation awarded by the Society of Utility and Regulatory 
Financial Analysts based on experience and successful completion of a written examination. 

mailto:mattrowell@cox.net
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List of Specific Projects 

Global Water Resources 

Provided expert testimony regarding Global’s cost of capital and rate consolidation. Created 
the bill-count data necessary for rate design. Consulted on the totality of schedules and 
testimony, Docket No. SW-20445A-12-0309. 

Provided expert testimony regarding Global’s financial viability and regulatory status before 
an arbitration panel. American Arbitration Association Case Nos. 76 198 Y 0104 1 1  JMLE 
and 76 198 Y 0105 1 1 JMLE. 

Provided strategic advice and analysis to Global re the ACC’s ongoing water workshops. 

Rate case testimony: Cost of Capital, Rate Consolidation, treatment of Infrastructure 
Coordination and Finance Agreements, Docket No. W-20446A-09-0080, 

Prepared and sponsored testimony on Global’s Notice of Intent to Restructure, Docket No. 

Provided strategic guidance regarding the Arizona Water complaint against Global, Docket 

W-20446A-08-0247. 

NO. W-01445A-06-0200. 

Rav Water Companv. Inc. 

Provided expert testimony regarding Ray Water Company’s cost of capital, Docket No. 
W-01380A-12-0254. 

EPCOR Utilities. Inc. 
Provided strategic advice on the Arizona regulatory environment as it relates to EPCOR’s 
purchase of Arizona utilities. 

Rio Rico Properties 

Testimony in the Rio Rico Utilities rate case, Docket No. WS-02676A-09-0257. 

Residential Utility Consumer Office 

Testimony re affiliate relations in the Litchfield Park Service Company Rate Case, Docket 
NO. SW-01428A-09-0103. 

Other 

Assisted with financial analysis, rate design and other rate case testimony and schedules for 
East Slope, Antelope Run, Indiada, Southland, Valle Verde and other small water companies. 

ACC Staff 

APS Rate Case E-01345A-05-0816: Provided testimony on staffs position on APS’ 
proposed Environmental Improvement Charge. Also acted as the overall case manager and 
was responsible for coordinating all of staff’s testimony. 

APS Application to acquire a power plant in the Yuma area E-0134514-06-0464: Provided 
testimony detailing Staffs position on the application. 
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Southern California Edison’s application to build a high voltage power line linking Arizona 
to Southern California L-00000A-06-0295-00 130: Provided testimony detailing the potential 
economic effects of SCE’s proposed power line. 

Managed Staffs case (including negotiating a settlement agreement) in APS’ 2003 rate case. 

Negotiated (along with other Staff members) the settlement between staff and Qwest 
regarding three enforcement dockets. 

Supervised the “independent monitor” of APS’ and Tucson Electric Power’s wholesale 
power procurement. 

Staffs lead witness in the Commission’s reevaluation of the electric competition rules which 
resulted in the suspension of APS’ and TEP’s obligation to divest their generation assets (E- 

Acted as Chairman of the Commission’s Water Task Force. 

Accipiter’s complaint against Cox Communications regarding the Vistancia development T- 
0347 I A-05-0064: Provided testimony regarding Accipiter’s allegations concerning Cox’s 
dealings with the developers of Vistancia. 

Provided testimony on Qwest’s noncompliance with the Commission’s wholesale rate order. 

Managed Staffs case regarding Qwest’s alleged noncompliance with the Federal 
Telecommunications Act. 

Supervised the testing of Qwest’s operational support systems (OSS) and the development of 
Qwest’s Performance Assurance Plan as part of Qwest’s compliance with Section 271 of the 
Federal Telecommunications Act. 

Provided testimony on the geographic de-averaging of Qwest’s Unbundled Network Element 
prices. 

00000A-02-005 l .) 
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INVOiCE 
- -  - AlilZOF.4 WA'I'ER WORKS SUPPLY , - -  

TKMPE, A% 65280 
P.0. 80s 2 19 DATE INVOICE# ' 

? IO707 iUKlI5 
f'l I:  480-966-5804 - FAX: 480-967-7857 

- I 

BILL TO 
- 

j i  

O W  ORD 

- I  

.) 

4 
4 
J 

IO 
I O  
I? 

i 
I 

Total s 1,229.2 I 
_..- - 
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CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-I 2-0356 
Test Year Ended December 31,201 1 

I Line 

Adjusted Rate Base 
Adjusted Operating Income 
Current Rate of Return 
Required Operating Income 
Required Rate of Return 

Operating Income Deficiency (4 - 2) 
Gross Revenue Conversion Factor 
Increase in Gross Revenue Requirements (6 x 7) 

Schedule A Revised For Hearing 
Computation of Increase in 

Revenue Requirement 

Original Cost 

!$ 222,825 $ 

$ (9,416) !$ 

-4.23% 

$ 23,508 $ 

10.5 5% 

$ 32,924 !$ 

1.297 

RCND 

222,825 

(9,416) 
-4.23% 

23,508 
10.5 5% 

32,924 
1.297 

$ 42,687 !$ 42,687 

Projected Adjusted Revenue at Customer Revenue YO Dollar 
Classification Increase Due Increase 

Revenue at Proposed 
Present Rates Rates 

to Rates 

41,636 10.27% 9 314" Meter Residential $ 405,243 $ 446,879 $ 

10 1" Meter Commercial 2,400 2,679 279 1 1.63% 
11 2" Meter Commercial 5,463 5,849 3 86 7.07% 
12 Unmetered Revenue 8,090 8,090 0.00% 
13 Total $ 420,536 $ 463,496 $ 42,960 10.22% 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

Schedule B Revised For Hearing 
Rate base 

Company as Staff as Company as 
Line Description Filed Adjusted Revised 

I 
2 

3 

4 

5 
6 
7 

8 

9 

10 

11 

12 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 

Net Utility Plant in Service 

Less: 

Meter Advances 
Contributions in Aid of Construction 
Customer Deposits 

Add: 

Amortization of Contributions 

Deferred Tax Assets 
Allowance for Working Capital 
Total Rate Base 

$ 601,634 $ 1,137,023 $ 1,198,775 
(1 39,712) (894,996) (897,63 7) 

$ 461,922 $ 242,027 $ 301,139 

$ 21,110 $ 21,110 $ 21,110 
- $ 76,247 $ 92,754 

18,170 18,170 18,170 

$ - $  - $  53,720 

$ - $  - $  - 
74,147 - - 

$ 496.789 S 126.500 $ 222.825 
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CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

Schedule B-2F 
Revised For Hearing 

RATE BASE ADJUSTMENTS for Post Test Year Plant 

Pumping Equipment 
Depreciation Rate 12.5% 

Depreciation 
Installed Plant (With half Year 
per year Total Installed Plant Convention) 

201 3 7,680 16,324 1,560 
201 2 8,644 8,644 1,080 

Total 16,324 Accumulated Depreciation 2,641 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Schedule C Revised For Hearing 
Adjusted Test Year Income 

Statement 

Proposed Adjusted Test 

Rate Increase 
Company as Staff as Company Company as Rate Year With 

Line Acct Description Filed Adjusted Adjustments Revised Increase 
Operating Revenues: 

1 
2 
3 
4 

5 

6 
7 

8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

21 

22 
23 

24 

25 
26 
27 
28 

29 

28 

46 1 Metered Water Revenue 
460 Unmetered Water Revenue 
474 Other Water Revenue 

Received For Contract Labor 

$ 403,353 $ 412,446 $ - $  412,446 $ 42,687 $ 455,133 

640 8,090 
167 692 

8,090 8,090 

Total Operating Revenue $ 

601 Salaries and Wages $ 
Operating Expenses: 

Contract Labor 
604 Employee Pensions and Benefits 
610 Purchased Water 
615 Purchased Power 
6 1 8 Chemicals 

Repairs and Maintenance 
621 Office Supplies and Expense 
630 Contractual Services -Billing 

Contractual Services - Accounting 
Contractual Services - Computer Programmin 
Water Testing 

640 Rents 
650 Transportation Expenses 

lnsurance - General Liability 
Insurance - Health and Life 

665 Rate Case Expense 
Regulatory Expense 

670 Bad Debt Expense 
675 Miscellaneous Expenses - Permits 

Miscellaneous Expenses - Travel 
Miscellaneous Expenses - Utilities Except Ele 
Miscellaneous Expenses - Bank Charges 
Miscellaneous Expenses - Payroll Services 

CIAC Amortization 
Payroll Taxes 

409 Income Taxes 

403 Depreciation Expenses 

408.11 Property Taxes 

571,685 $ 

309,095 $ 
10,312 
29,422 

3 1,723 

12,650 
14,491 
24,118 

3,660 
3,511 
1,806 

28,150 
8,995 

33,033 
14,936 

2,000 

3,391 
1,304 

859 
37,195 

175 
18,187 

45 

420,536 $ 

141,403 $ 
10,312 
29,422 

31,723 

13,662 
14,491 
24,118 

3,660 
3,511 
5,858 

28,150 
8,995 

33,033 
14,936 

2,000 

3,391 
1,304 

859 
18,547 

175 
23,429 

1,362 

- $  

- $  

917 

6,340 

2,961 

420,536 $ 

141,403 $ 
10,312 
29,422 

32,640 

13,662 
14,491 
24,118 
l0,OOo 
3,511 
5,858 

28,150 
8,995 

33,033 
14,936 
6,000 

2,528 
2,000 

3,391 
1,304 

859 
21,508 

175 
23,428 

1,362 

(4,185) 

42,681 

280 

795 
5,659 

$ 463,223 

$ 14 1,403 
10,312 
29,422 

32,640 

13,662 
14,491 
24,118 
10,000 
3,511 
5,858 

28,150 
8,995 

33,033 
14,936 
6,000 

2,809 
2,000 

3,391 
1,304 

859 
21,508 

175 
24,223 
7,021 

(4,185) 

427 4 Interest Expense - Customer Deposits 1,050 1,050 1,050 I 

Total Operating Expenses $ 589,058 $ 415,391 $ 10,218 $ 429,952 $ 6,734 $ 436,686 

OPERATING INCOME/(LOSS) $ (17,373) $ 5,145 $ - $  (9,416) $ 35,953 $ 26,537 



CORDES LAKES WATER COMPANY 
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Schedule W Revised For Hearing 
Computation of Gross Revenue Conversion Factor 

LINE 
- NO. 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 

38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
56 

DESCRIPTION 

100.0000% 
n A7SA% 

Calculation of Gross Revenue Conversion Factor 
Revenue 

Uncollecible Factor (Lme 11) -. . ," 
Revenues (L1 - L2) 99.5246% 
Combined Federal and State Tax Rate (Line 17) + Property Tax Factor (Line 22) 22.3951% 
Subtotal (L3 - L4) 77.1295% 
Revenue Conversion Factor (L1 I L5) 1.296521 

p 
unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 
Uncollectible Rate 
Uncollectible Factor (L9 * LIO) 

Calculafmn of Effectrve Tax Rate 
Operating Income Before Taxes (Anzona Taxable Income) 
Anzona State Income Tax Rate 
Federal Taxable Income (LIZ - L13) 
Applicable Federal Income Tax Rate (Line 53) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 +L16) 

p r  
unity 
Combrned Federal and State Tax Rate (Lme 17) 
One Minus Combined Income Tax Rate (L18 - L19) 
Property Tax Factor (MJR-17, L24) 
Effective Property Tax Factor (L 21 * L 22) 
Combined Federal and State Tax and Properly Tax Rate (L17+L22) 

100.0000% 
6.9680% 

93.0320% 
15.0000% 
13.9548% 
20.9228% 

100.0000% 
20 9228% 
79 0772% 
1.8618% 
1.4723% 

22 3951% 

Required Operating Income (Schedule MJR-1, Line 5) $ 23.508 
AdjustedTest Year Operating Income (LOSS) (Schedule MJR-11, Line 40) 

Required lnmease in Operating Income (L24 - L25) $ 32,924 

Income Taxes on Recommended Revenue (Col (D), L52) $ 7,021 
Income Taxes on Test Year Revenue (Col (E), L52) 

$ (9,4161 

$ (1,685) 
Required Increase in Revenue to Provide for Income Taxes (U7 - L28) $ 8.706 

Recommended Revenue Requirement (Schedule MJR-1. Line IO) $ 463,223 
Uncollectible Rate (Line IO) 0.6012% 
Uncollectible Expense on Recommended Revenue (L24 * L25) $ 2.785 
Adjusted Test Year Uncollectible Expense $ 2.528 
Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 

Property Taxwith Recommended Revenue (MJR-17, L19) $ 24,223 
PmpertyTaxon Test Year Revenue (MJR-17, L 16) $ 23,428 

$ 257 

lncreasee in Properly Tax Due to Increase in Revenue (MJR-17, U2) $ 795 

Total Required Increase in Revenue (L26 + L29 + L34+L37) 

Calculatmn of Income Tax 

Revenue (Schedule MJR-11, Col (C), Line 5 8 Sch MJR-1, Col (e), Line 10) 
Operating Expenses Excludtng Income Taxes 
Synchronized Interest (L47) 
Anzona Taxable Income (L36 - L317- L38) 
Anzona State Income Tax Rate 
Anzona Income Tax (L39 x L40) 
Federal Taxable Income (L42- L43) 
Federal Tax on First Income Bracket ($1 - $50,000) Q 15% 
Federal Tax on Second Income Bracket (550.001 - $75,000) Q 25% 
Federal Tax on Third Income Bracket ($75.001 - $100,000) Q 34% 
Federal Tax on Fourth Income Bracket ($100,001 - $335,000) Q 39% 
Federal Tax on Fifth Income Bracket ($335,001 -510,000,000) Q 34% 
Total Federal Income Tax 
Combined Federal and State Income Tax (L44 + L51) 

$ 42.682 

Test Year ReMmmended 
$ 420,536 $ 42,687 $ 463,223 
$ 428.590 $ 429,665 
$ $ 
$ (8,054) $ 33,558 

6.9680% 6.9680% 
$ (561) $ 2,336 

$ (7,493) $ 31,219 
$ (1,124) $ 4,683 
$ $ -  
$ $ -  
$ $ -  
$ $ -  

$ (1,124) 5 4,683 a $ 7,021 

Applicable Federal Income Tax Rate [Col (D), L51 - Col. (B), L51]/ [Col. (C), L45 - col (A), L45] 15.0000% 

Calculation of Interest Svnchmnization: 
Rate Base (Schedule MJR-3, Col. (C), Line 17) 
Weighted Average Cost of Debt 
Synchronized Interest (L54 X L56) 

$ 222,825 
0.00% 
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LINE 
NO. Property Tax Calculation 

Schedule C-4 Revised For Hearing 

COMPANY 
AS ADJUSTED 

OPERATING INCOME ADJUSTMENT #5 - PROPERTY TAXES 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Company Adjusted Test Year Revenues - 201 1 
Weight Factor 
Subtotal (Line 1 Line 2) 
Company Recommended Revenue, Per Schedule MJR-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate 

Company Test Year Adjusted Property Tax (Line 14 * Line 15) 

$ 420,536 
2 

841,072 
420,536 

1,261,608 
3 

420,536 
2 

841,072 

2,171 
838,901 
20.0% 

167,780 
13.9638% 

$ 23,428 

Property Tax - Company Recommended Revenue (Line 14 * Line 15) 
Company Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (Line22ILine 23) 

$ 420,536 
2 

$ 841,072 
$ 463,223 

1,304,295 
3 

434,765 
2 

869,530 

2,171 
$ 867,359 

20.0% 
$ 173,472 

13.9638% 
$ 

$ 24,223 
$ 23,428 
$ 795 

$ 795 
42,687 

1.861840% 
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Schedule C-5 Revised For Hearing 

Rate Case Expense 
Expense 18,000 

6000 
Ammortization Period (years) 3 
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Line ACCT 
No. DESCRIPTION 

Plant In Service 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

301 
302 
303 
304 
305 
306 
307 
308 
309 
31 0 
31 1 
320 
330 
331 
333 
334 
335 
336 
339 
340 
34 1 
342 
343 
344 
345 
346 
347 
348 

Organization 
Franchises 
Land and Land Rights 
Structures & Improvements 
Collecting 8, Impounding Reservoirs 
Lakes, Riven, Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Plant 
Distribution Reservoirs & Standpipes 
Transmission & Distribution Mains 
Services 
Meters & Meter Installation 
Hydrants 
Backflow Prevention Devices 
Other Plant & Misc. Equipment 
Office Furniture & Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Ship & Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

Schedule C-6 Depreciation Expense Adjustment 
Revised For Hearing 

Add Back 
Depreciable Amounts from Depreciable 

Amount Staff Rate base Amount Depreciation Depreciation 
Amount Per Staff Adjustment #3 Per Company Rate Expense 

$ -  $ - $  - $  

6,657 

167,348 

26,588 

141,632 
581,937 
19,350 
54,817 

60,550 
6,101 
71,461 

582 

4,400 

151,979 

16,030 

94,458 
19,442 

47,078 

60,550 
6,101 
2,412 

(3,898) 

16,025 

1,235 
926 

4,400 

151,979 

16,030 

94,458 
15,544 

63,103 

61,785 
7,027 
2,412 

0.00% $ 
0.00% 
0 00% 
3 33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5 00% 

12 50% 
3 33% 
2.22% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 
20.00% 
4.00% 
5.00% 
10.00% 
5.00% 
10.00% 
10.00% 
0.00% 

147 

5,061 

2,004 

2,097 
31 1 

5,256 

4,121 
469 
482 

Total Depreciation Expense $ 19,948 a 
Staff Depreciation Expense $ 18,547 b 

Adjustment for Reversal of Staff Rate base Adjustment #3 $ 1,401 c=a-b 

Depreciation Expense Associated With Post Test Year Plant $ 1,560 d 

TOTAL ADJUSTMENT $ 2,961 e=d+c 
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Schedule C-7 Bad Debt 
Revised For Hearing 

Bad Debt by Year 
2007 $ 43 
2008 $ 1,488 
2009 $ 4,079 
2010 $ 2,048 
2011 $ 4,049 

With High and Low Year Removed 
2008 $ 1,488 
2010 $ 2,048 
2011 $ 4,049 

Average $ 2,528 
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Schedule H-3 
Revised For Hearing 

Present Rates -Proposed Rates- 

Monthly Usage Charge Staff Company 
518" x 3 /4 Meter NIA NIA 

314" Meter 
1" Meter 

1.4' Meter 
2" Meter 
3 Meter 
4 Meter 
6 Meter 

Commoditv Rate Charae 
3/4" Meter 
Tier 1 
Tier 2 
Tier 3 Over 8,000 gallons 
1" Meter 
Tier 1 
Tier 2 Over 15,000 gallons 
1%" Meter 
Tier 1 
Tier 2 Over 43,500 gallons 
2" Meter 
Tier 1 
Tier 2 Over 75,000 gallons 
3" Meter 
Tier 1 
Tier 2 Over 160,000 gallons 
4" Meter 
Tier 1 
Tier 2 Over 290,000 gallons 
6" Meter 
Tier 1 
Tier 2 Over 530,000 gallons 

Gallons Included in Minimum 

From 0 to 3,000 gallons 
From 3,001 to 8,000 gallc 

From 0 to 18,000 gallons 

From 0 to 43,500 gallons 

From 0 to 75,000 gallons 

From 0 to 160,000 gallon: 

From 0 to 290,000 gallon! 

From 0 to 530,000 gallon: 

11.00 
19.50 
39 00 
62.50 

125 00 
220 00 
390 00 

2 80 
4 30 
5 00 

4 30 
5 00 

4 30 
500 

4 30 
5 00 

4 30 
5 00 

4 30 
5 00 

4 30 
5 00 

0 

11.50 $ 
20.00 $ 
3900 $ 
62.50 $ 

12500 $ 
192 50 $ 
38500 $ 

2 80 
4 20 
6 45 

4 20 
6 45 

4 20 
6 45 

4 20 
6 45 

4 20 
6 45 

4 20 
6 45 

4 20 
6 45 

0 

13.18 
22.77 
44 70 
74.89 

143 26 
220 62 
441 24 

2 81 
4 50 
5 40 

4 50 
5 40 

4 50 
5 40 

4 50 
5 40 

4 50 
5 40 

450 
5 40 

4 50 
5 40 

0 

Service Line and Meter Installation Charges 
518" x 314' Meter 

Present Rates Company and Staff 

I I Service Meter I 

314 Meter 
1" Meter 

1%" Meter 
2 Meter 
2 Meter 
3 Meter 
3 Meter 
4 Meter 
4 Meter 
6 Meter 
6 Meter (Compound) 
8" Meter (Turbine) 

1 0  Meter (Turbine) 
12  Meter (Turbine) 

Total 

520 00 
61000 
855 00 

1,51500 
2,19500 
2,19500 
6,11500 
3,360 00 
3,020 00 
6,11500 
5,960 00 

426 00 

528 00 
720 00 
930 00 
930 00 

1,332 00 
1,332 00 
1,050 00 1 2,000 1,250 cost 00 00 

cost 

Installatiin 
N i l  

198.00 
246.00 
498.00 

1,098.00 
1,764.00 
1,764 00 
2,700.00 
2,700.00 
1,970.00 
5,350 00 
4,710.00 
cost 
cost 

Total 

624 00 
732 00 

1,026 00 
1,81800 
2,694 00 
2,694 00 
4,032 00 
4,032 00 
3,020 00 
7,350 00 
5,960 00 

cost I cost cost cost 

Present Rates Company and Staff 
$25.00 $3000 

Service Charges 
Establishment 
Establishment (After Hours) $3500 NT 
Rewnnection (Delinquent) $1500 $20 00 
Rewnnection (Delinquent) After Hours $2500 NT 
NSF Check $1250 $1500 

Meter Test (If Correct) $2500 $3000 
Meter Re-Read (if Correct) $1000 $1200 

Deferred Payment (per Month) I* 1 5% 

* Per Commission Rules (R14-2403 B) - Months off system times the minimum (R14-2403 D) ... 1 5% on the unpaid balance per month - 2 00% of Monthly Minimum for a Comparable Sized Meter Connection, 
but no less than $10 00 per month The Service Charge for Fire Sprinkler 
is only applicable for service lines seperate and distinct from the primary 
water service line 
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Schedule H-4 
Revised For Hearing 

Median Customer Usage 
3088 Gallons 

$ Increase % Increase 
Bill at present rates $ 19.78 
Bill at Staffs Proposed Rate $ 20.27 $ 0.49 2.48% 
Bill at Company's Proposed Rates $ 22.01 $ 2.23 11.26% 

Average Customer Usage 
4169 Gallons 

$ Increase % Increase 
Bill at present rates $ 24.43 
Bill at Staffs Proposed Rate $ 24.81 $ 0.38 1.57% 
Bill at Company's Proposed Rates $ 26.87 $ 2.44 10.00% 
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Explanation: 
Schedule showing elements of capital structure 
and the related cost. 

Schedule D-1 
Title: Summary Cost of Capital 

Required for: All Utilities 
Class A 
Class B 
Class C 
Class D 
Spec1 Reqmt 

Cost Composite 
Line Invested Capital Y O  Rate (e) Cost YO 

1 Long-Term Debt (a) 0.00% NA 0.00% 

2 Common Equity (c) 100.00% 10.55% 10.55% 

3 Totals 100.00% 10.55% 
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CONCLUSIONS 

EXECUTIVE SUMMARY 
CORDES LAKES WATER COMPANY 

DOCKET NO. W-02060A-12-0356 

1. According to the Arizona Department of Environmental Quality (“ADEQ”) the Cordes 
Lakes Water Company (“Cordes Lakes” or “Company”) water system has no major 
deficiencies and is delivering water that meets water quality standards required by 40 CFR 
I41/Arizona Administrative Code, Title 18, Chapter 4. 

2, The Company reported 87,375,000 gallons pumped and 65,097,000 gallons sold during the 
2011 test year, resulting in a water loss of 25.5 percent. The Company’s non-account water 
has steadily increased since 2006. The Company proposes to spend $30,000 in 2013 and 
another $30,000 in 2014 on leak repairs and $10,000 each year for three years beginning in 
2012 on meter repair and replacement. These proposed expenditure levels are a good starting 
point. However, the Company should monitor its water loss closely and adjust its plan if 
needed. This does not imply a specific treatment of rate base for rate making purposes in the 
Company’s future rate filings. 

3. The Arizona Corporation Commission (“ACC” or “Commission”) Utilities Division Staff 
(“Utilities Staff” or “Staff’) concludes that the Company’s current well production and 
storage capacities are adequate to serve the present customer base and reasonable growth. 

4. Cordes Lakes is not within an Active Management Area (“AMA”), and consequently is not 
subject to Arizona Department of Water Resources (“ADWR”) AMA reporting and 
conservation requirements. ADWR has determined that the Company is currently 
compliant with departmental requirements governing water providers andor community 
water systems. 

5. A check with the Commission Utilities Division Compliance Section showed that there are 
currently no delinquent compliance items for Cordes Lakes. 

6. The Company has curtailment plan and backflow prevention tariffs on file with the 
Commission. 

RECOMMENDATIONS 

I 1. Staff recommends that Cordes Lakes closely monitor its water system to ensure that pump 

recommends that prior to filing its next rate case the Company review the sizing of its 
over-cycling does not occur due to inadequate pressure tank capacity. Staff further 

pressure tanks and file, with the Commission’s Docket Control as a compliance item in this 
I 

i 



2 

3. 

4. 

r 
d, 

6. 

docket, the results of its review including actions the Company plans to ;&e to prevent 
pump over-cycling. 

Staff recommends an annual water testing expense of $5,858 be used for purposes of this 
proceeding. This expense amount includes the ADEQ Monitoring Assistance Program fee. 

In its prior rate case, the Company adopted Staffs typical and customary water depreciation 
rates. These rates are presented in Table C and it is recommended that the Company 
continue to use these depreciation rates by individual National Association of Regulatory 
Utility Commissioners category. 

Staff recommends that the meter and service line charges listed under “Company Proposed 
and Staffs Recommendation” in Table D be adopted. 

Staff recommends that the Cordes Lakes file with Docket Control, as a compliance item in 
this docket and within 45 days of the effective date of a decision in this proceeding, at least 
five BMPs in the form of tariffs that substantially conform to the templates created by Staff 
for Commission’s review and consideration. The templates created by Staff are available 
Qn the Commission’s website at http://www.azcc.aov/Divisions/utilities/fonns.asp . 
Staff further recommends that a maximum of two BMPs may come from the “Public 
AwarenessPublic Relations” or “Education and Training” categories. 

Cordes Lakes is currently providing service to customers outside its Certificate of 
Convenience and Necessity (,‘CC&N’’) in the Southwest Quarter of the Northwest Quarter 
of Section 24, Township 11 North, Range 2 East of the Gila and Salt River Base and 
Meridian, Yavapai County, Arizona. Staff recommends that the Company file an 
application to extend its CC&N to include this area within 90 days of the effective date of a 
decisioii in this proceeding. 

http://www.azcc.aov/Divisions/utilities/fonns.asp
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INTRODUCTION 

Q. Please state your name and business address. 

A. My name is Del Smith. My business address is 1200 West Washington Street, Phoenix, 

Arizona 85007. 

Q. 

A. 

By whom are you employed and what is your position? 

I am employed by the Arizona Corporation Commission (the “Commission”) in its 

Utilities Division. My title is Engineering Supervisor. 

Q. 

A. 

Briefly describe your responsibilities as Engineering Supervisor. 

In my capacity as Engineering Supervisor, I provide recommendations and technical 

assistance to the Commissioners and to other staff members on matters that come before 

the Commission involving utilities such as the Cordes Lakes Water Company (“Cordes 

Lakes” or “Company”) and other water service providers operating in the State. In 

addition, I am responsible for supervising other Staff members who work in the 

Engineering Section of the Utilities Division. Those Staff members include water and 

wastewater engineers, electrical engineers and an information technology specialist. 

Q. 

A. 

Please describe your educational background and professional experience. 

I graduated from Arizona State University in 1976 with a Bachelor of Science Degree in 

Engineering Technology. Prior to joining the Commission in 1985 as a Utilities 

Consultant, I had worked for a telephone operating company for twelve years where I held 

positions in network planning and design. Since joining the Commission, I have worked 

on hundreds of issues that have come before this Commission. 



I 

L 

L 

I 1 

5 

1( 

11 

1; 

1: 

1‘ 

1: 

I t  

1; 

18 

15 

2c 

Direct Testimony of LA Smith 
Docket No. W-02060A-12-0356 
Page 2 

PURPOSE OF TESTIMONY 

Q. Were you assigned to provide the Utilities Division Staffs (“Utilities Staff’ or 

“Staff’) engineering analysis and recommendation for Cordes Lakes in this 

proceeding? 

Yes. I reviewed the Company’s application and responses to data requests, and I visited 

the water system on November 14, 2012. This testimony and its attachment present 

Staffs engineering evaluation. 

A. 

ENGINEERING REPORT 

Q. 
A. 

Q. 
A. 

Please describe the attached Engineering Report, Exhibit DS. 

Exhibit DS presents details and Staff’s analysis and findings, and is attached to this direct 

testimony. Exhibit DS contains the following major topics: (1) a description and analysis 

of the water system, (2) water use, (3) growth, (4) compliance with the rules of the 

Arizona Department of Environmental Quality, Arizona Department of Water Resources, 

and the Commission, and (5) depreciation rates. 

Staffs conclusions and recommendations from the Engineering Report are contained in 

the “Executive Summary”. 

Does this conclude your direct testimony? 

Yes, it does. 
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ENGINEERING REPORT FOR CORDEB 
LAKES WATER COMPANY 

DOCKET NO. W-0206OA-12-0356 

FEBRUARY 8,2013 

CONCLUSIONS 

1. 

2. 

3. 

4. 

5. 

6. 

According to the Arizona Department of Environmental Quality (“ADEQ”) the Cordes Lakes 
Water Company (“Cordes Lakes” or “Company”) water system has no major deficiencies and 
is delivering water that meets water quality standards required by 40 CFR 141/Arizona 
Administrative Code, Title 18, Chapter 4. 

The Company reported 87,375,000 gallons pumped and 65,097,000 gallons sold during the 
201 1 test year, resulting in a water loss of 25.5 percent. The Company’s non-account water 
has steadily increased since 2006. The Company proposes to spend $30,000 in 2013 and 
another $30,000 in 2014 on leak repairs and $10,000 each year for three years beginning in 
2012 on meter repair and replacement. These proposed expenditure levels are a good starting 
point. However, the Company should monitor its water loss closely and adjust its plan if 
needed. This does not imply a specific treatment of rate base for rate making purposes in the 
Company’s future rate filings. 

The Arizona Corporation Commission (“ACC’7 or “Commission”) Utilities Division Staff 
(“Utilities Stafr‘ or “Stafr’) concludes that the Company’s current well production and storage 
capacities are adequate to serve the present customer base and reasonable growth. 

Cordes Lakes is not within an Active Management Area (“AMA’,), and consequently is not 
subject to Arizona Department of Water Resources (“ADWR”) AMA reporting and 
conservation requirements. ADWR has determined that the Company is currently compliant 
with departmental requirements governing water providers andor community water systems. 

A check with the Commission Utilities Division Compliance Section showed that there are 
currently no delinquent compliance items for Cordes Lakes. 

The Company has curtailment plan and backflow prevention tariffs on file with the 
Commission. 
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RECOMMENDATIONS 

1. 

2. 

3. 

4. 

5. 

6 .  

Staff recommends that Cordes Lakes closely monitor its water system to ensure that pump 
over-cycling does not occur due to inadequate pressure tank capacity. Staff furlher 
recomniends that prior to filing its next rate case the Company review the sizing of its pressure 
tanks and file, with the Commission’s Docket Control as a compliance item in this docket, the 
results of its review including actions the Company plans to take to prevent pump over- 
cycling. 

StafT recommends an annual water testing expense of $5,858 be used for purposes of this 
proceeding. This expense amount includes the ADEQ Monitoring Assistance Program fee. 

In its prior rate case, the Cbmpany adopted Staf!f‘s typical and customary water depreciation 
rates. These rates are presented in Table C and it is recommended that the Company continue 
to use these depreciation rates by individual National Association of Regulatory Utility 
Commissioners category. 

Staff recommends that the meter and service line charges listed under “Company Proposed 
and Staffs Recommendation” in Table D be adopted. 

Staff recommends that the Cordes Lakes file with Docket Control, as a compliance item in this 
docket and within 45 days of the effective date of a decision in this proceeding, at least five 
BMPs in the form of tariffs that substantially conform to the templates created by Staff for 
Commission’s review and consideration. The templates created by Staff are available on the 
Commission’s website at http://www.azcc.gov/Divisions/utilities/forms.asE . 
Staff further recommends that a maximum of two BMPs may come from the “Public 
AwarenessPublic Relations” or “Education and Training” categories. 

Cordes Lakes is currently providing service to customers outside its Certificate of 
Convenience and Necessity (“CC&N”) in the Southwest Quarter of the Northwest Quarter of 
Section 24, Township 11 North, Range 2 East of the Gila and Salt River Base and Meridian, 
Yavapai County, Arizona. Staff recommends that the Company file an application to extend 
its CC&N to include this area within 90 days of the effective date of a decision in this 
proceeding. 

http://www.azcc.gov/Divisions/utilities/forms.asE
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On August 6,  2012, Cordes Lakes Water Company (“Cordes Lakes” or “Company”) filed a rate 
application with the Arizona Corporation Commission (“ACC” or “Commission”). The Company’s 
existing rates were ordered in Commission Decision No. 70170 issued February 27, 2008. The 
Cordes Lakes water system serves the Cordes Lakes subdivision east of Interstate Highway 17 in 
Cordes Junction. Figure 1 shows the location of the Company within Yavapai County and Figure 2 
delineates the approximate two square miles of certificated service area. The ACC Utilities 
Division Staff (“Utilities Staff“ or “Staff’) engineering review and analysis of the pending 
application is presented in this report. 

Figure 1 

Inn, u c  
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Figure2 

Y A V A P A I  C O U N T Y  
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Public Water System (“PWS”) No. 13-023 
POE #4 POE #5 Booster Stations Location POEM POE #2 POE #32 

#1 (‘A’ #2(lot #3 (lot 
Tract) 1545) 2115)3 

Point of 
Entry 

( “ ~ 0 ~ 7 3 )  

Well ADWR # 55-690346 55-51 8 196 55-609234 55-609347 55-565855 NA NA 
Casing Size (inch) 14 8 6 12 10 NA NA 
Casing Depth u n k 3 l O W n  3 80 343 500 343 NA NA 
(feet) 
Meter Size (inch) 3 3 3 3 3 NA NA 

Pump Size (HP) (1) 7.5 (1) 7.5 (1) 2 (1) 7.5 (1) 10 NA NA 

Pump Yield 65 95 12 94 65 NA NA 
(GPM) 
Well Yield 85 86 0 100 45 NA NA 
(GPM) 
Storage tank (2) 45,000 (1) 30,000 (1) 16,000 (1) 30,000 (1) 100,000 NA NA 
(gallons) 
Booster Pumps (2) 7.5 (2) 7.5 (2) 5 (2) 10 (2) 7.5 (2) 5 (2) 5 
(W 
Pressure Tanks (1) 5,000 (1) 3,000 (1) 2,000 (I)  5,000 (I) 5,000 (I) 500 (I) 500 
(gallons) 
Chlorinators Yes Yes NO Yes Yes NA NA 

Pump House 8’x 8’ wood 8’x 8’ block IO’x 12’ 127x12’ 8’x 8’ wood NA NA 
wood block 

Fencing (chain Fencing Fencing Fencing Fencing Fencing Fencing Fencing Fencing 
link) 

Distribution Mains Customer Meters 

Size (in inches) Material Length (in feet) Size (in inches) Quantity 
4 PVC 168,100 3 I4 1401 
6 PVC 230,040 1 5 

B. DESCRIPTION OF THE WATER SYSTEMS 

I 

1 

I 
I 

The plant facilities were visited on November 14, 2012, by Staff members Mary Rimback and Del 
Smith. Staff was accompanied by Neil and Brad Folkman, owners of the Company and Richard 
Ross the water system’s operator. The Cordes Lakes water system has four active pumping sites 
consisting of four active wells and five active storage tanks. The system also has two active 
pumping stations and a distribution system serving over 1,300 customers. Figure 3 provides a 
process schematic for the water system. Table A below shows the plant facilities summary.’ 

Table A. Plant Facilities Summary 

The plant information presented in Table A was provided in the application and during Staff’s site visit. 

Booster Station #3 was disconnected kom the system in 2007, all plant has been removed fiom the site. 
* The plant items listed for POE #3 were disconnected from the system in 2007 and left in-place at the well site. 
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C. WATERUSE 

Water Sold 

Figure 4 represents the water consumption data for the test year ending December 3 1 , 201 1 , 
provided by the Company in its water use data sheet. Customer consumption included a high 
monthly water use of 198 gallons per day (“GPD”) per connection in June, and the low water use 
was 95 GPD per connection in December. The average annual use was 13 8 GPD per connection. 

Figure 4 Water Use 

Non-account Water 

Non-account water should be 10 percent or less. It is important to be able to reconcile the difference 
between water sold and the water produced by the source. A water balance will allow a company to 
identify water and revenue losses due to leakage, theft and flushing. 

The Company reported 87,375,000 gallons pumped and 65,097,000 gallons sold during the 2011 
test year, resulting in a water loss of 25.5 percent. In its prior rate case the Company reported a 10.1 
percent water loss during the 2006 test year and was ordered to monitor its water system closely and 
take action to ensure the loss remained 10 percent or less in the future. If the water loss at any time 
before the next rate case exceeded 10 percent, the Company was further ordered to prepare a plan to 
reduce water loss to less than 10 percent, or prepare a report containing a detailed analysis and 
explanation demonstrating why a water loss reduction to 10 percent or less was not feasible or cost 
effective. A copy of either the reduction plan or the feasibility report was to be filed with the 
Commission’s Docket Control as a compliance item. 
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Year Gallons Sold 

The following table shows that the Company’s non-account water has steadily increased since 2006, 

Gallons Pumped Non-account Water 

Table B. Non-Account Water 

2006 
2007 
2008 
2009 
2010 
201 1 

- 
74,133,000 82,488,000 10.1% 
76,778,000 86,698,000 1 1.4% 
71,504,000 86,684,000 17.5% 
74,682,000 89,325,000 16.4% 
64,023,000 83,594,000 23.4% 
65,097,000 87,375,000 25.5% 

On February 22, 2012, Cordes Lakes filed a water loss reduction plan. According to the plan the 
Company intends to implement the following in 2012: 

0 

0 

Monitor Water pumped versus water delivered to customers on a monthly basis; 
Begin to identify those portions of the Company’s distribution system in most need of 
replacement, including all mains and storage facilities, and develop a five year capital 
improvement plan; 
Look for and eliminate any unauthorized connections; and, 
Test all water meters and repair or replace defective meters. 

0 

0 

The Company would like to establish a surcharge mechanism in the pending rate case to hire a leak 
detection company, to pay for leak repairs and to pay for the repair and replacement of defective 
meters. The Company proposes to spend $30,000 in 2013 and another $30,000 in 2014 on leak 
repairs and $10,000 each year for three years beginning in 2012 on meter repair and replacement. 
These proposed expenditure levels are a good starting point. However, the Company should 
monitor its water loss closely and adjust its plan if needed. This does not imply a specific treatment 
of rate base for rate making purposes in the Company’s future rate filings. 

System Analysis 

Storage and Production 

Based on the data provided by the Company, the system’s current well production capacity is 290 
GPM4 and storage capacity is 250,000 gallons5. The system had 1,295 connections during the test 
year peak month of June 201 1. Staff concludes that the Company’s current well production and 
storage capacities are adequate to serve the present customer base and reasonable g r ~ w t h . ~  

Staff used the lesser number listed for pump yield versus well yield to determine well/source production capacity. 
StafT reduced total storage to remove the 16,000 gallon storage tank at abandoned well site POE #3. 
Staff did not include a fire flow requirement in its capacity calculation. 
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Hvdropneumatic (Pressure) Tanks 

The Cordes Lakes water system uses multiple pressure tanks to maintain adequate water pressure 
through three pressure zones in its distribution system. Correct sizing of these pressure tanks is 
important because the size of the tank directly determines the frequency of pump cycling (more on- 
off cycling of the pump may shorten the life of the pump). The Cordes Lakes water system does not 
have adequate pressure tank capacity. Staff recommends that the Company closely monitor its 
water system to ensure that pump over-cycling does not occur due to inadequate pressure tank 
capacity. Staf f  further recommends that prior to filing its next rate case the Company review the 
sizing of its pressure tanks and file, With the Commission’s Docket Control as a compliance item in 
this docket, the results of its review including actions the Company plans to take to prevent pump 
over-cycling. 

D. GROWTH 

Based on customer data obtained from annual reports the Company submits to the Commission, the 
number of customers served by the Company has declined every year since 2006 the peak number of 
customers each year declined from 1,342 to 1,303. According to the Company no new meters were 
installed in 201 1. Unless the economic climate improves the number of customers served by the 
Company could continue to decline (see Figure 5 below). 

Figure 5 Growth Projection 
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E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY (“ADEQ”) 
COMPLIANCE 

Compliance 

ADEQ regulates the Cordes Lakes water system under Public Water System Identification (“PWS 
ID”) No. 13-023. According to ADEQ the Cordes Lakes water system has no major deficiencies 
and is delivering water that meets water quality standards required by 40 CFR 141/Arizona 
Administrative Code, Title 18, Chapter 4 and the PWS is in ~ompliance.~ 

Water Testing Expense 

The Company is subject to mandatory participation in ADEQ’s Monitoring Assistance Program 
(“MAP”).* Therefore the system is only required to obtain distribution samples, and any increased 
monitoring parameters identified through the M A P  sampling. The Company reported its water 
testing expense during the test year at $1,806, less the MAP fee.’ Staff has reviewed the Company’s 
testing expense and has recalculated the expense. Table B below shows Staff’s annual water testing 
expense estimate of $5,858 With participation in the MAP program. 

Table B. Water Testing Cost 

Leadi 

Notes: 1)  Cordes Lakes is currently taking three Total Coliform samples per month. 
2) Cordes Lakes is required to take four DBP (TTHM + HAAS) samples annually. 
3) The ADEQ MAP invoice for Calendar Year 201 1 was $3,621.84. 

ADEQ Drinking Water Compliance Status Report, dated October 2,2012. 
* Participation in the MAP program is mandatory for water systems, which serve less than 10,000 persons 
(approximately 3,300 service connections). 

See Schedule E-2 in the Application. 
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- 
- Well Reg. No. Location WOE #) Registered Owner - 

‘ 55-609346 1 Cordes Lakes Water Co - 
55-5 18196 2 Cordes Lakes Water Co 

55-609347 4 Cordes Lakes Water Co 
55-565855 5 Cordes Lakes Water Co 

55-609234 (Note I )  3 JA Bren 

F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) COMPLIANCE 

Compliance 

Cordes Lakes is not within an Active Management Area, and consequently is not subject to ADWR 
reporting and conservation requirements. ADWR has determined that the Company is currently 
compliant with departmental requirements governing water providers and/or community water 
systems. lo 

Well Ownership’’ 

G. ACC COMPLIANCE 

A check with the Commission’s Utilities Division Compliance Section showed that there are 
currently no delinquent compliance items for Cordes Lakes.12 

H. DEPRECIATION RATES 

In the prior rate case, the Company adopted S t a r s  typical and customary water depreciation rates. 
These rates are presented in Table C and it is recommended that the Company continue to use these 
depreciation rates by individual National Association of Regulatory Utility Commissioners category. 

TABLE C 
TYPICAL DEPRECIATION RATES FOR WATER COMPANIES 

I/ NARUC 1 Depreciable Plant I Average 1 Service Life Accrual Rate 

I lo Per ADWR Water Provider Compliance Report dated October 22,20 12. 
ADWR Well Registry Report Run Date: October 30, 2012. 
Per ACC compliance status check dated August 9,2012. 12 I 
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NOTES: 
1. These depreciation rates represent average expected rates. Water companies may experience different 

rates due to variations in construction, environment, or the physical and chemical characteristics of the 
water. 

2. Acct. 348, Other Tangible Plant may vary from 5% to 50%. The depreciation rate would be set in 
accordance with the specific capital items in this account. 

I. OTHER ISSUES 

1. Service Line and Meter Installation Charges 

Cordes Lakes proposed an increase in the amount it would charge going forward for service line and 
meter in~ta1lations.l~ Service line and meter installation charges are refundable advances and the 
charges the Company proposed are within the typical range for these ~harges.’~ The Company’s 
current and proposed charges include separate service line and meter charges. Staff recommends 

I3 See “Additions to Rate Increase Application” submitted on November 8,2012. 
l4 Except for the 6-inch meter where the Company proposed a slightly higher charge. 
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that the charges listed under “Company Proposed and Staff’s Recommendation” in Table D be 
adopted. 

Table D. Service Line and Meter Installation Charges 

Company Proposed and 

Notes: 1) The Company reported that it has no 5/8 x 314 inch meters. 

2; Curtailment Plan Tariff 

The Company has an approved curtailment tariff on file with the Commission. 

3. Backflow Prevention Tariff 

The Company has an approved backflow tariff on file with the Commission. 

4. Best Management Practices (‘LBMP”) Tariff 

Staff recommends that the Company file with Docket Control, as a compliance item in this docket 
and within 45 days of the effective date of a decision in this proceeding, at least five BMPs in the 
form of tariffs that substantially conform to the templates created by Staff for Cornrnission’s review 
and consideration. The templates created by Staff are available on the Commission’s website at 
http://ww.azcc.gov/Divisions/Utilities/forms.asp . 
Staff further recommends that a maximum of two BMPs may come from the “Public 
AwarenessPublic Relations” or “Education and Training” categories. The Company may request 
cost recovery of the actual costs associated with the BMPs implemented in its next general rate 
application. 

http://ww.azcc.gov/Divisions/Utilities/forms.asp
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5. Service Outside Certificated Service Area 

The Company is currently providing service to customers outside its Certificate of Convenience and 
Necessity ((‘CC&N”) in the Southwest Quarter of the Northwest Quarter of Section 24, Township 
11 North, Range 2 East of the Gila and Salt River Base and Meridian, Yavapai County, Arizona. 
Staff recommends that the Company file an application to extend its CC&N to include this area 
within 90 days of the effective date of a decision in this proceeding. 
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EXECUTIVE SUMMARY 
CORDES LAKES WATER C O W A N Y  

DOCKET NO. W-0206OA-12-0356 

The direct testimony of Staff witness John A. Cassidy addresses the following issues: 

Capital Structure - Staff recommends that the Commission adopt a capital structure for Cordes 
Lakes Water Company (“Cordes Lakes” or “Company”) for this proceeding consisting of 0.0 
percent debt and 100.0 percent equity. 

Cost of Equitv - Staff recommends that the Commission adopt a 9.1 percent return on equity 
(“ROE’) for the Company. Staffs estimated ROE for the Company is based on the average of 
its discounted cash flow method ((‘DCF’’) and capital asset pricing model (“CAPM’) cost of 
equity methodology estimates for the sample companies of 8.2 percent for the CAPM and 8.8 
percent for DCF. Staffs recommended ROE includes an upward economic assessment 
adjustment of 60 basis points. 

Cost of Debt - Staff recommends that the Commission adopt a 0.0 percent cost of debt for the 
Company, as the Company has no debt in its capital structure. 

Overall Rate of Return - Staff recommends that the Commission adopt a 9.1 percent overall rate 
of return. 

Companv-Proposed Cost of CaDital - The Company’s application does not present testimony 
pertaining to the cost of capital. Schedule A-1 of the application shows the requested overall rate 
of return as 8.0 percent. Schedule D-1 “Summary of Cost of Capital” of the application shows a 
capital structure comprised of only $18,170 for customer deposits at a 6.0 percent cost rate. 
Schedule E-1 “Comparative Balance Sheet” of the application shows $65 1,634 for total 
shareholders’ equity. Staff has calculated the capital structure implied by the Company’s 
application comprised of 2.7 percent debt and 97.3 percent equity and has also calculated the 
implied ROE of 8.1 percent. Staff opposes including customer deposits as a component of the 
capital structure. The Commission has a long-standing record of treating customer deposits as a 
deduction in the calculation of rate base as opposed to the Company’s proposed treatment. 
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I. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Commission”) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst. 

I am responsible for the examination of financial and statistical information included in 

utility rate applications and other financial matters, including studies to estimate the cost 

of capital component in rate filings used to determine the overall revenue requirement, and 

for preparing written reports, testimonies and schedules to present Staffs 

recommendations to the Commission on these matters. 

Please describe your educational background and professional experience. 

I hold a Bachelor of A r t s  degree in History from Anzona State University, a Master of 

Library Science degree from the University of Arizona, and an MBA degree with an 

emphasis in Finance from Arizona State University. While pursuing my MBA degree, I 

was inducted into Beta Gamma Sigma, the National Business Honor Society. I have 

passed the CPA exam, but opted not to pursue certification. I have worked professionally 

as a librarian, fmancial consultant, tax auditor, and, as a former Commission employee, 

served as Staffs cost of capital witness in rate case evidentiary proceedings. 

What is the scope of your testimony in this case? 

My testimony provides Staffs recommended capital structure, return on equity (“ROE”) 

and overall rate of return (“ROT’) for establishing the revenue requirements for Cordes 

Lakes Water Company’s (“Cordes Lakes” or “Company”) pending rate case application. 
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Q- 
A. 

Q. 
A. 

Q. 
,A. 

Summary of Testimony and Recommendations 

Briefly summarize how Staffs cost of capital testimony is organized. 

Staffs cost of capital testimony is presented in eleven sections. Section I is this 

introduction. Section 11 discusses the concept of weighted average cost of capital 

(“WACC”). Section III presents the concept of capital structure and presents Staffs 

recommended capital structure for Cordes Lakes in this proceeding. Section N presents 

Staffs cost of debt for Cordes Lakes. Section V discusses the concepts of ROE and risk. 

Section VI presents the methods employed by Staff to estimate Cordes Lakes’ ROE. 

Section VI1 presents the findings of Staffs ROE analysis. Section VIII presents Staffs 

final cost of equity estimates for Cordes Lakes. Section M presents Staffs ROR 

recommendation. Section X presents Staffs comments on the cost of capital aspects of 

the Company’s application. Finally, section XI presents the conclusions. 

Have you prepared any schedules to accompany your testimony? 

Yes. I prepared nine schedules (JAC-1 to JAC-9) that support Staffs cost of capital 

analysis. 

What is Staffs recommended rate of return (“ROR”) for Cordes Lakes? 

Staff recommends a 9.1 percent overall ROR, as shown in Schedule JAC-1. Staffs ROR 

recommendation is based on cost of equity estimates for the sample companies of 8.8 

percent fi-om the discounted cash flow method (“DCF”) and 8.2 percent fi-om the capital 

asset pricing method (“CAPM”) estimation methodologies. Staff recommends adoption of 

a 60 basis point upward Economic Assessment Adjustment, resulting in a 9.1 percent 

retum on equity. 
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Cordes Lakes’ Proposed Overall Rate of Return 

Q. Brieflysu arize Cordes Lakes’ pro pita1 structure, cost of debt, ROE and 

overall ROR for this proceeding. 

Table 1 summarizes the Company’s proposed capital structure, cost of debt, ROE and 

overall ROR in this proceeding: 

A. 

. .  
Table 1 

Weighted 
Weight Cost cost 

Long-term Debt 2.7% 6.0% 0.2% 
Common Equity 97.3% 8.1% 7.8% 
Cost of CaDitaYROR 8.0% 

Cordes Lakes is proposing an overall rate of return of 8.0 percent.’ 

11. 

Q. 

A. 

THS WEIGHTED AVERAGE COST OF CAPITAL 

Briefly explain the cost of capital concept. 

The cost of capital is the opportunity cost of choosing one investment over others with 

equivalent risk. In other words, the cost of capital is the return that stakeholders expect 

for investing their financial resources in a determined business venture over another 

business venture. 

‘ The Company’s application does not present testimony pertaining to the cost of capital. Schedule A-1 of the 
application shows the requested overall rate of return as 8.0 percent. Schedule D-1 “Summary of Cost of Capital” of 
the application shows a capital structure comprised of only $18,170 for customer deposits at a 6.0 percent cost rate. 
Schedule E-1 “Comparative Balance Sheet” of the application shows $65 1,634 for total shareholders’ equity. Staff 
has calculated the capital structure implied by the Company’s application comprised of 2.7 percent debt and 97.3 
percent equity and has also calculated the implied ROE of 8.1 percent. 
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Q- 
A. 

Q. 
A. 

What is the overall cost of capital? 

ost of capital to a comp issuing a variety of securities (i.e., s 

indebtedness) is an average of the cost rates on all issued securities adjusted to reflect the 

relative amounts for each security in the company’s entire capital structure. Thus, the 

overall cost of capital is the WACC. 

How is the WACC calculated? 

The WACC is calculated by adding the weighted expected returns of a firm’s securities. 

The WACC formula is: 

Equation 1. 

WACC = wi*ri  

n 

i = l  

III this equation, Wi is the weight given to the ith security (the proportion ofthe i* security 

relative to the portfolio) and ri is the expected return on the ith security. 
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Q. 
A. 

111. 

Can you provide an example demonstrating application of Equation l? 

Yes. For this ex capital structure composed of 60 

percent debt and 40 percent equity. Also, assume that the embedded cost of debt is 6.0 

percent and the expected return on equity, Le., the cost of equity, is 10.5 percent. 

Calculation of the WACC is as follows: 

WACC = (60% * 6.0%) f (40% * 10.5%) 

WACC =3.60% f4.20% 

WACC = 7.80% 

The weighted average cost of capital in this example is 7.80 percent. The entity in this 

example would need to earn an overall rate of return of 7.80 percent to cover its cost of 

capital. 

CAPITAL STRUCTURE 

Background 

Q. 
A. 

Q. 
A. 

Please explain the capital structure concept. 

The capital structure of a fm is the relative proportions of each type of security - short- 

term debt, long-term debt (including capital leases), preferred stock and common stock-- 

that are used to finance the firm’s assets. 

How is the capital structure expressed? 

The capital structure of a company is expressed as the percentage of each component of 

the capital structure (capital leases, short-term debt, long-term debt, preferred stock and 

common stock) relative to the entire capital structure. 
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~~ ~ 

% 

$20,000 . ($20,000/$200,000) 10.0% 

As an example, the capital structure for an entity that is financed by $20,000 of short-term 

debt, $85,000 of long-term debt (including capital leases), $15,000 of preferred 

Long-Term Debt 

Preferred Stock 

Common Stock 

Total 

$80,000 of common stock is shown in Table 2. 

$85,000 ($85,000/$200,000) 42.5% 

$15,000 ($15,000/$200,000) 7.5% 

$80,000 ($80,000/$200,000) 40.0% 

$200,000 100% 

Table 2 

The capital structure in this example is composed of 10.0 percent short-term debt, 42.5 

percent long-term debt, 7.5 percent preferred stock and 40.0 percent common stock. 

Cordes Lakes’ Capital Structure 

Q. 

A. 

What capital structure does Cordes Lakes propose? 

The Company proposes a capital structure composed of 2.7 percent debt and 97.3 percent 

common equityY2 as of the December 3 1 , 20 11 , test-year end date. 

Q. How does Cordes Lakes’ capital structure compare to capital structures of publicly- 

traded water utilities? 

Schedule JAC-4 shows the capital structures of six publicly-traded water companies A. 

(“sample water companies” or “sample water utilities”) as of December 2011. The 

Staff has inferred this to be the Company’s proposed capital structure, based on Service Deposit debt of $18,170 
reported in Schedule D-lof the Company’s application, and total stockholder’s equity amounting to $651,634 in 
Schedule E-1 of the Company’s filing. 
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average capital structure for the sample water utilities is comprised of approximately 5 1.6 

percent debt and 48.4 percent 

Staffs Capital Structure 

Q* 
A. 

\ 

rv. 
Q. 
A. 

Q. 

A. 

What is Staff’s recommended capital structure for Cordes Lakes? 

Staff recommends a capital structure composed of 0.0 percent debt and 100.0 percent 

equity which reflects the Company’s actual capital structure as of the December 3 1,201 1 

the test year end, as shown in Schedule E-1 “Comparative Balance Sheet” of the 

Company’s application. 

COST OF DEBT 

What is the basis for the Company’s proposed 6.0 percent cost of debt? 

The Company’s proposed debt is comprised entirely of customer deposits. Arizona 

Administrative Code (“A.A.C”) R14-2-403(B) provides for the Company to pay interest 

on customer deposits at 6 percent per annum. 

Does the Commission normally treat customer deposits as a component of the capital 

structure? 

No. The Commission has a long-standing practice of treating customer deposits as a 

deduction in the calculation of rate base as opposed to as a component of the capital 

structure, and Staff advocates that the Commission continue its usual practice in this case. 

Thus, the Company has no debt in its capital structure. 
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V. RETURN ON EQUITY 

Q- 
A. 

Q. 
A. 

Q. 
A. 

Please define the term “cost of equity capital.” 

The cost of equity is the rate of return that investors expect to earn on their investment in a 

business entity given its risk. In other words, the cost of equity to the entity is the 

investors’ expected rate of return on other investments of similar risk. As investors have a 

wide selection of stocks to choose from, they will choose stocks with similar risks but 

higher returns. Therefore, the market determines the entity’s cost of equity. 

Is there a correlation between interest rates and the cost of equity? 

Yes, there is a positive correlation between interest rates and the cost of equity, as the two 

tend to move in the same direction. This relationship is reflected in the CAPM formula. 

The CAPM is a market-based model employed by Staff for estimating the cost of equity. 

The CAPM is further discussed in Section VI of this testimony. 

What has been the general trend of interest rates in recent years? 

A chronological chart of interest rates is a good tool to show interest rate history and 

identify trends. Chart 

January 27,2012. 

graphs intermediate U.S. treasury rates from January 18,2002, to 
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Q. 
A. 

Chart I: Average Yield on 5-,7-, & IO-Year Treasuries 

7% 

6% 

5% 

4% 

3% 

2% 

1% 
Jan-0.7 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-06 Jan49 Jan-10 Jan-11 Jan-12 

Chart 1 shows that intermediate-term interest rates trended downward from 2002 to mid- 

2003, trended upward through early-2008, trended downward through early-2009, trended 

upward through mid-2010, trended downward through late 2010, trended upward to mid- 

201 1 ,'and are currently trending down from the existing, relatively low rates. 

What has been the general trend in interest rates longer term? 

U.S. Treasury rates fiom December 1961 - December 2011 are shown in Chart 2. The 

chart shows that interest rates trended upward through the mid-1980s and have &ended 

downward over the last 25 years. 



5 

6 

7 

E 

s 
1C 

11 

12 

If 

14 

1: 

I t  

17 

15 

1s 

2c 

21 

Direct Testimony of John A Cassidy 
Docket No. W-02060A-12-0356 
Page 10 

Q. 
A. 

Q. 
A. 

Chart 2 : 5 -  History of and IO-Year Treasury Yields 

20% 

16% 

12% 

0% I , 
1961 1966 1971 1976 1981 1986 1991 1996 2001 2006 2011 

Source: Federal Reserve 

Do these trends suggest anything in terms of cost of equity? 

Yes. As previously noted, interest rates and cost of equity tend to move in the same 

direction; therefore, the cost of equity has declined in the past 25 years. 

Do actual returns represent the cost of equity? 

No. The cost of equity represents investors' expected returns and not realized returns. 
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Q* 

A. 

Risk 

Q* 
A. 

Q. 
A. 

11 

Is there any information available that leads to an understanding of the relationship 

in the market as a whole? 

Yes. A comparison of betas, a component of the CAPM discussed in Section VI, for the 

water utility industry and the market provide insight into this relationship. In theory, the 

market has a beta value of 1.0, with stocks bearing greater risk (less risk) than the market 

having beta values higher than (lower than) 1 .O, respectively. Furthermore, in accordance 

with the CAPM, the cost of equity capital moves in the same direction as beta. Therefore, 

because the average beta value (0.71)3 for a water utility is less than 1.0, the required 

return on equity for a regulated water utility is below that of the market as a whole. 

Please define risk in relation to cost of capital. 

Risk, as it relates to an investment, is the variability or uncertainty of the returns on a 

particular security. Investors are risk averse and require a greater potential return to invest 

in relatively greater risk opportunities, i.e., investors require compensation for taking on 

additional risk. Risk is generally separated into two components. Those components are 

market risk (systematic risk) and non-market risk (diversifiable risk or firm-specific risk). 

What is market risk? 

Market risk or systematic risk is the risk of an investment that cannot be reduced through 

diversification. Market risk stems from factors that affect all securities, such as 

recessions, war, inflation and high interest rates. Since these factors affect the entire 

market they cannot be eliminated through diversification. Market risk does not impact 

each security to the same degree. The degree to which a given security’s return is affected 

See Schedule JAC-7. 



4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Direct Testimony of John A Cassidy 
Docket No. W-02060A-12-0356 
Page 12 

Q- 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

by market fluctuations can be measured using Beta. Beta reflects the business risk and the 

Please define business risk. 

Business risk is the fluctuation of earnings inherent in a f m ’ s  operations and 

environment, such as competition and adverse economic conditions that may impair its 

ability to provide returns on investment. Companies in the same or similar line of 

business tend to experience the same fluctuations in business cycles. 

Please define fmancial risk. 

Financial risk is the fluctuation of earnings, inherent in the use of debt financing, that may 

impair a firm’s ability to provide adequate retum; the higher the percentage of debt in a 

company’s capital structure, the greater its exposure to fmancial risk. 

Do business risk and financial risk affect the cost of equity? 

Yes. 

Is a firm subject to any other risk? 

Yes. Examples of 

unsystematic risk include losses caused by labor problems, nationalization of assets, loss 

of a big client or weather conditions. Investors can eliminate firm-specific risk by holding 

a diverse portfolio; thus, it is not of concern to diversified investors. 

Firms are also subject to unsystematic or firm-specific risk. 
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Q. 

A. 

Q- 
A. 

Q. 
A. 

Q* 
A. 

How does Cordes Lakes’ financial risk exposure compare to that of Staffs sample 

JAG4 shows the capital structures of the six sample water companies as of December 3 1 , 

201 1, and Cordes Lakes’ adjusted capital structure as of the end of the test year, December 

3 1 201 1. As shown, the sample water utilities were capitalized with approximately 5 1.6 

percent debt and 48.4 percent equity, while Cordes Lakes’ capital structure consists of 0.0 

percent debt and 100.0 percent equity. Thus, because Cordes Lakes’ capital structure 

contains no debt, the Company has no exposure to financial risk. 

Is firm-specific risk measured by beta? 

No. Firm-specific risk is not measured by beta. 

Is the cost of equity affected by firm-specific risk? 

No. Since firm-specific risk can be eliminated through diversification, it does not affect 

the cost of equity. 

Can investors expect additional returns for firm-specific risk? 

No. Investors who hold diversified portfolios can eliminate firm-specific risk and, 

consequently, do not require any additional return. Since investors who choose to be less 

than fully-diversified must compete in the market with fully-diversified investors, the 

former cannot expect to be compensated for unique risk. 
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VI. ESTIMATING THE COST OF EQUITY 

Q* 
A. 

Q* 
A. 

Q. 

A. 

Q. 
A. 

Did Staff directly estimate the cost of equity for Cordes Lakes? 

No. Since Cordes Lakes is not a publicly-traded company, Staff is unabl 

estimate its cost of equity due to the lack of firm-specific market data. I 

estimated the Company’s cost of equity indirectly, using a representative san 

publicly traded water utilities as a proxy, taking the average of the sample grc 

the sample error resulting fiom random fluctuations in the market at t 

information is gathered. 

What companies did Staff select as proxies, or comparables, for Cordes L 

Staffs sample consists of the following six publicly-traded water utilities 

States Water, California Water, Connecticut Water Services, Middlesex ’ 

America and SJW Corp. Staff chose these companies because they are pu 

and receive the majority of their earnings from regulated operations. 

What models did Staff implement to estimate Cordes Lakes’ cost of equit 

Staff used two market-based models to estimate the cost of equity for Cordr 

DCF model and the CAPM. 

Please explain why Staff chose the DCF and CAPM models. 

Staff chose to use the DCF and CAPM models because they are widel 

market-based models and have been used extensively to estimate the cost 0: 

explanation of the DCF and CAPM models follows. 



I 1 

- 2  

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

I 

Direct Testimony of John A Cassidy 
Docket No. W-02060A-12-0356 
Page 15 

Q. 

A. 

Q. 
A. 

Discounted Cash Flow Model Analysis 

estimating the cost of equity is based. 

The DCF method of stock valuation is based on the theory that the value of an investment 

is equal to the sum of the future cash flows generated from the aforementioned investment 

discounted to the present time. This method uses expected dividends, market price and 

dividend growth rate to calculate the cost of capital. Professor Myron Gordon pioneered 

the DCF method in the 1960s. The DCF method has become widely used to estimate the 

cost of equity for public utilities due to its theoretical merit and its simplicity. Staff used 

the financial information for the relevant six sample companies in the DCF model and 

averaged the results to determine an estimated cost of equity for the sample companies. 

Does Staff use more than one version of the DCF? 

Yes. Staff uses two versions of the DCF model: the constant-growth DCF and the multi- 

stage or non-constant growth DCF. The constant-growth DCF assumes that an entity’s 

dividends will grow indefinitely at the same rate. The multi-stage growth DCF model 

assumes the dividend growth rate will change at some point in the future. 
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Q. 
A. 

Q. 

A. 

The Constant-Growth DCF 

The constant-growth DCF formula used in Staffs analysis is: 

Equation 2 :  

wh re : 

Dl K = - + g  
P, 

K = thecost of equip 
D, = the expected annual dividend 
P, = the current stock price 
g = the expected infinite annual growth rate of dividends 

Equation 2 assumes that the entity has a constant earnings retention rate and that 

earnings are expected to grow at a constant rate. According to Equation 2, a stock wid 

current market price of $10 per share, an expected annual dividend of $0.45 per share a 

an expected dividend growth rate of 3.0 percent per year has a cost of equity to the ent 

of 7.5 percent reflected by the sum of the dividend yield ($0.45/ $10 = 4.5 percent) and t 

3 .O percent annual dividend growth rate. 

How did Staff calculate the expected dividend yield   PO) component of t 

constant-growth DCF formula? 

Staff calculated the expected yield component of the DCF formula by dividing t 

expected annual dividend @I) by the spot stock price (PO) after the close of market 

January 23,2013, as reported by MSNMoney. 
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Q. 

A. 

Q* 

A. 

Q. 

A. 

Why did Staff use the January 23 2013, spot price rather than a historical average 

stock price to calcu 

The current, rather than historic, market price is used in order to be consistent with 

fmancial theory. In accordance with the Efficient Market Hypothesis, the current stock 

price is reflective of all available information on a stock, and as such reveals investors’ 

expectations of future returns. Use of historical average stock prices illogically discounts 

the most recent information in favor of less recent infomation. The latter is stale and is 

representative of underlying conditions that may have changed. 

nent of the DCF formula? 

How did Staff estimate the dividend growth (9) component of the constant-growth 

DCF model represented by Equation 2? 

The dividend growth component used by Staff is determined by the average of six 

different estimation methods, as shown in Schedule JAC-8. Staff calculated historical and 

projected growth estimates on dividend-per-share (“DPS”),4 earnings-per-share (,‘EPS”)5 

and sustainable growth bases. 

Why did Staff examine EPS growth to estimate the dividend growth component of 

the constant-growth DCF model? 

Historic and projected EPS growth are used because dividends are related to earnings. 

Dividend distributions may exceed earnings in the short run, but cannot continue 

indefinitely. In the long term, dividend distributions are dependent on earnings. 

Derived from information provided by Value Line. 
Derived from information provided by Value Line. 
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Q. 
A. 

Q. 
A. 

Q- 

Q. 
A. 

Q. 
A. 

How did Staff estimate historical DPS growth? 

hi DPS alculating a comp a1 DPS 

for each of its sample companies over the 10-year period, 2003-2012.6 As shown in 

Schedule JAC-5, the average historical DPS growth rate for the sample was 3.4 percent. 

How did Staff estimate projected DPS growth? 

Staff calculated an average of the projected DPS growth rates for the sample water utilities 

from Value Line through the period, 2015-2017. The average projected DPS growth rate 

is 3.7 percent, as shown in Schedule JAC-5. 

How did Staff estimate historical EPS growth rate? 

Staff estimated historical EPS growth by calculating a compound annual EPS growth rate 

for each of its sample companies over the 10-year period, 2002-2011.7 As shown in 

Schedule JAC-5, the average historical EPS growth rate for the sample was 4.2 percent. 

How did Staff estimate projected EPS growth? 

Staff calculated an average of the projected EPS growth rates for the sample water utilities 

from Value Line through the period, 2015-2017. The average projected EPS growth rate 

is 7.0 percent, as shown in Schedule JAC-5. 

How does Staff calculate its historical and projected sustainable growth rates? 

Historical and projected sustainable growth rates are calculated by adding their respective 

retention growth rate terms (br) to their respective stock financing growth rate terms (vs), 

as shown in Schedule JAC-6. 

Staff updated its IO-year historical dividend growth calculation to cover the period, 2003-2012, as the annual 

The 10-year historical EPS growth calculation covers the period, 2002-2011, as the 2012 annual EPS number for 
dividend paid by each sample company in 2012 is known and measureable. 

each sample has yet to be announced. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

What is retention growth? 

owth- is ivid 

retention growth concept is based on the theory that dividend growth cannot be achieved 

unless the company retains and reinvests some of its earnings. The retention growth is 

used in Staffs calculation of sustainable growth shown in Schedule JAC-6. 

What is the formula for the retention growth rate? 

The retention growth rate is the product of the retention ratio and the booMaccounting 

return on equity. The retention growth rate formula is: 

Equation 3 : 
Retention Growth Rate = br 

where : b = the retention ratio (1 - dividend payout ratio) 
r = the accountinghook return on common equity 

How did Staff calculate the average historical retention growth rate @r) for the 

sample water utilities? 

Staff calculated the mean of the 10-year average historical retention rate for each sample 

company over the period, 2002-2011. As shown in Schedule JAC-6, the historical 

average retention (br) growth rate for the sample is 2.9 percent. 

How did Staff estimate its projected retention growth rate (br) for the sample water 

utilities? 

Staff used the retention growth projections for the sample water utilities for the period, 

2015-2017, from Value Line. As shown in Schedule JAC-6, the projected average 

retention growth rate for the sample companies is 4.4 percent. 
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Q. 

A. 

Q* 
A. 

When can retention growth provide a reasonable estimate of future dividend 

The retention growth rate is a reasonable estimate of future dividend growth when the 

retention ratio is reasonably constant and the entity’s market price to book value (“market- 

to-book ratio”) is expected to be 1.0. The average retention ratio has been reasonably 

constant in recent years. However, the market-to-book ratio for the sample water utilities 

is 2.1, notably higher than 1.0, as shown in Schedule JAC-7. 

Is there any financial implication of a market-to-book ratio greater than 1.0? 

Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to 

earn an accountinghook return on its equity that exceeds its cost of equity. The 

relationship between required returns and expected cash flows is readily observed in the 

fixed securities market. For example, assume an entity contemplating issuance of bonds 

with a face value of $10 million at either 6 percent or 8 percent and, thus, paying annual 

interest of $600,000 or $800,000, respectively. Regardless of investors’ required return on 

similar bonds, investors will be willing to pay more for the bonds if issued at 8 percent 

than if the bonds are issued at 6 percent. For example, if the current interest rate required 

by investors is 6 percent, then they would bid $10 million for the 6 percent bonds and 

more than $10 million for the 8 percent bonds. Similarly, if equity investors require a 9 

percent return and expect an entity to earn accountinghook returns of 13 percent, the 

market will bid up the price of the entity’s stock to provide the required return of 9 

percent. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of 

Staff has assumed that investors expect the market-to-book ratio to remain greater than 

1 .O. Given that assumption, Staff has added a stock financing growth rate (vs) term to the 

retention ratio (br) term to calculate its historical and projected sustainable growth rates. 

Do the historical and projected sustainable growth rates Staff uses to develop its 

DCF cost of equity in this case continue to include a stock financing growth rate 

term? 

Yes. 

What is stock financing growth? 

Stock financing growth is the growth in an entity's dividends due to the sale of stock by 

that entity. Stock fmancing growth is a concept derived by Myron Gordon and discussed 

in his book The Cost ofCapitaZ to a Public Utiliv.' Stock financing growth is the product 

of the fraction of the funds raised from the sale of stock that accrues to existing 

shareholders (v) and the fraction resulting from dividing the funds raised from the sale of 

stock by the existing common equity (s). 

' Gordon, Myron J. The Cost of Capital to a Public Utility. MSU Public Utilities Studies, Michigan, 1974. pp 31-35. 
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Q. 
-A:- 

Q. 
A. 

Q* 
A. 

What is the mathematical formula for the stock financing growth rate? 
~ 

Equation 4: 
Stock Financing Growth = vs 

where : v = Fraction of the funds raised from the sale of stock that accrues 
to existing shareholders 

common equity 
s = Funds raised from the sale of stock as a fraction of the existing 

How is the variable v presented above calculated? 

Variable v is calculated as follows: 

Equation 5 :  

book value 
market value 

v = 1-[ 1 
For example, assume that a share of stock has a $30 book value and is selling for $45. 

Then, to find the value of v, the formula is applied: 

v = 1-(:) 

In this example, v is equal to 0.33. 

How is the variable s presented above calculated? 

Variable s is calculated as follows: 

Equation 6: 

Funds raised from the issuance of stock 
s = - - -  

Total existing common equity before the issuance 
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Q. 
A. 

Q. 
A. 

For example, assume that an entity has $150 in existing equity, and it sells $30 of stock. 

find f s, the formula is 

= (E)) 
In this example, s is equal to 20.0 percent. 

What is the vs term when the market-to-book ratio is equal to 1.0? 

A market-to-book ratio of 1.0 reflects that investors expect an entity to earn a 

booklaccounting return on their equity investment equal to the cost of equity. When the 

market-to-book ratio is equal to 1.0, none of the funds raised from the sale of stock by the 

entity accrues to the benefit of existing shareholders, i.e., the term v is equal to zero (0.0). 

Consequently, the vs term is also equal to zero (0.0). When stock financing growth is 

zero, dividend growth depends solely on the br term. 

What is the effect of the vs term when the market-to-book ratio is greater than 1.0? 

A market-to-book ratio greater than 1.0 reflects that investors expect an entity to earn a 

book/accounting return on their equity investment greater than the cost of equity. 

Equation 5 shows that, when the market-to-book ratio is greater than 1.0, the v term is also 

greater than zero. The excess by which new shares are issued and sold over book value 

per share of outstanding stock is a contribution that accrues to existing stockholders in the 

form of a higher book value. The resulting higher book value leads to higher expected 

earnings and dividends. Continued growth from the vs term is dependent upon the 

continued issuance and sale of additional shares at a price that exceeds book value per 

share. 
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Q. 
A. 

Q* 

A. 

Q. 

A. 

Q. 
A. 

What vs estimate did Staff calculate from its analysis of the sample water utilities? 

Staff estimated an-avera the s 

utilities, as shown in Schedule JAC-6. 

What would occur if an entity had a market-to-book ratio greater than 1.0 as a result 

of investors expecting earnings to exceed its cost of equity, and subsequently 

experienced newly-authorized rates equal only to its cost of equity? 

Ceteris paribus, holding all other factors constant, one would expect market forces to 

move the company’s stock price lower, closer to a market-to-book ratio of 1.0, to reflect 

investor expectations of reduced expected future cash flows. 

If the average market-to-book ratio of Staffs sample water utilities were to fall to 1.0 

due to authorized ROES equaling their cost of equity, would inclusion of the vs term 

be necessary to Staffs constant-growth DCF analysis? 

No. As discussed above, when the market-to-book ratio is equal to 1.0, none of the funds 

raised from the sale of stock by the entity accrues to the benefit of existing shareholders 

because the v term equals to zero and, consequently, the vs term also equals zero. When 

the market-to-book ratio equals 1.0, dividend growth depends solely on the br term. 

Staffs inclusion of the vs term assumes that the market-to-book ratio continues to exceed 

1.0 and that the water utilities will continue to issue and sell stock at prices above book 

value with the effect of benefitting existing shareholders. 

What are Staffs historical and projected sustainable growth rates? 

Staffs estimated historical sustainable growth rate is 4.9 percent based on an analysis of 

earnings retention for the sample water companies. Staffs projected sustainable growth 
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rate is 6.5 percent based on retention growth projected by Value Line. Schedule JAC-6 
. -  ~ s Staffs able ra 

Q. 

A. 

What is Staffs expected infinite annual growth rate in dividends? 

Staffs expected dividend growth rate (g) is 5.0 percent, which is the average of historical 

and projected DPS, EPS, and sustainable growth estimates. Staffs calculation of the 

expected infinite annual growth rate in dividends is shown in Schedule JAC-8. 

Q. 

A. 

What is Staffs constant-growth DCF estimate for the sample utilities? 

Staffs constant-growth DCF estimate is 8.1 percent, as shown in Schedule JAC-3. 

The Multi-Stage DCF 

Q. Why did Staff implement the multi-stage DCF model to estimate Cordes Lakes’ cost 

of equity? 

Staff generally uses the multi-stage DCF model to consider the assumption that dividends 

may not grow at a constant rate. The multi-stage DCF uses two stages of growth, the first 

A. 
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Q* 
A. 

Q. 
A. 

Q. 
A. 

What is the mathematical formula for the multi-stage DCF? 

The multi-stage DCF formula is shown in the following equation: - ~ 

Equation 7 : 

Where: p0 = currentstockprice 
0, = dividends expected during stage 1 

K = costof equity 
n = yearsof non - constant growth 

0, = dividend expected in year n 
gn = constant rate of growth expected after year n 

What steps did Staff take to implement its multi-stage DCF cost of equity model? 

First, Staff projected future dividends for each of the sample water utilities using 

term and long-term growth rates. Second, Staff calculated the rate (cost of equity) v 

equates the present value of the forecasted dividends to the current stock price for ea 

the sample water utilities. Lastly, Staff calculated an overall sample average co 

equity estimate. 

How did Staff calculate near-term (stage-1) growth? 

The stage-1 growth rate is based on Value Lines's projected dividends for the next tv 

months, when available, and on the average dividend growth (g) rate of 5.0 per 

calculated in Staffs constant DCF analysis for the remainder of the stage. 



1 

2 . - .  

3 

4 

5 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

~ 22 

23 

24 

Direct Testimony of John A Cassidy 
Docket No. W-02060A- 12-03 56 
Page 27 

Q. How did Staff estimate long-term (stage-2) growth? 

Staff calculated tlrestage-2 growth rat sing the arithmetic mean rate of go%& 51 Gross 

Domestic Product (“GDP”) fiom 1929 to 201 1 .9 Using the GDP growth rate assumes that 

the water utility industry is expected to grow at the same rate as the overall economy. 

Q. 

A. 

What is the historical GDP growth rate that Staff used to estimate stage-2 growth? 

Staff used 6.5 percent to estimate the stage-2 growth rate. 

Q. 

A. 

What is Staff’s multi-stage DCF estimate for the sample utilities? 

Staffs multi-stage DCF estimate is 9.5 percent, as shown in Schedule JAC-3. 

Q. 

A. 

What is Staffs overall DCF estimate for the sample utilities? 

Staffs overall DCF estimate is 8.8 percent. Staff calculated the overall DCF estimate by 

averaging the constant growth DCF (8.1%) and multi-stage DCF (9.5%) estimates, as 

shown in Schedule JAC-3. 

Capital Asset Pricing Model 

Q. Please describe the CAPM. 

A. The CAPM is used to determine the prices of securities in a competitive market. The 

CAPM model describes the relationship between a security’s investment risk and its 

market rate of return. Under the C U M ,  an investor requires the expected return of a 

security to equal the rate on a risk-free security plus a risk premium. If the investor’s 

expected return does not meet or beat the required return, the investment is not 

economically justified. The model also assumes that investors will sufficiently diversify 

www.bea.doc.gov. 
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Q. 

A. 

Q. 
A. 

their investments to eliminate any non-systematic or unique risk." In 1990, Professors 

H e  Markowitz, William -Sharpe, -and Merton -MilTer earned the Nobel Prize in 

Economic Sciences for their contribution to the development of the CAPM. 

Did Staff use the same sample water utilities in its CAPM and DCF cost of equity 

estimation analyses? 

Yes. 

companies as its DCF cost of equity estimation analysis. 

Staffs CAPM cost of equity estimation analysis uses the same sample water 

What is the mathematical formula for the CAPM? 

The mathematical formula for the CAPM is: 

Equation 8 : 
K = R, + P ( R , - R f )  

= risk fiee rate where : R, 
R m  = return on market 
P = beta 

R, - R, 
K = expected return 

= market risk premium 

The equation shows that the expected return (IC) on a risky asset is equal to the risk-fiee 

interest rate (Rf ) plus the product of the market risk premium (Rm - Rf) multiplied by beta 

(p) where beta represents the riskiness of the investment relative to the market. 

lo The CAPM makes the following assumptions: 1) single holding period; 2)  perfect and competitive securities 
market; 3) no transaction costs; 4) no restrictions on short selling or borrowing; 5) the existence of a risk-free rate; 
and 6) homogeneous expectations. 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

What is the risk-free rate? 

Therisk-free rate is the rate of r e h  of an investment fi-ee of default risk. 
~ _ _  . 

What does Staff use as surrogates to represent estimations of the risk-free rates of 

interest in its historical and current market risk premium CAPM methods? 

Staff uses separate parameters as surrogates for the estimations of the risk-free rates of 

‘interest for the historical market risk premium CAPM cost of equity estimation and the 

current market risk premium CAPM cost of equity estimation. Staff uses the average of 

three (5-’ 7-, and 10-year) intermediate-term U.S. Treasury securities’ spot rates in its 

historical market risk premium CAPM cost of equity estimation, and the 30-year U.S. 

Treasury bond spot rate in its current market risk premium CAPM cost of equity 

estimation. Rates on U.S. Treasuries are largely verifiable and readily available. 

What does beta measure? 

Beta is a measure of a security’s price volatility, or systematic risk, relative to the market 

as a whole. Since systematic risk cannot be diversified away, it is the only risk that is 

relevant when estimating a security’s required return. Using a baseline market beta 

coefficient of 1 .O, a security having a beta value less than 1 .O will be less volatile (i.e., less 

risky) than the market. A security with a beta value greater than 1.0 will be more volatile 

(i.e.’ more risky) than the market. 

How did Staff estimate Cordes Lakes’ beta? 

Staff used the average of the Value Line betas for the sample water utilities as a proxy for 

the Company’s beta. Schedule JAC-7 shows the Value Line betas for each of the sample 

water utilities. The 0.71 average beta coefficient for the sample water utilities is Staffs 
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.. . .. . .. -. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

estimated beta value for Cordes Lakes. A security with a beta value of 0.71 has less 
- -  . -  ... .. - 

volatiliiy thm- themarket. 

What is the market risk premium (Rm - Rf)? 

The market risk premium is the expected return on the market, minus the risk-free rate. 

Simplified, it is the return an investor expects as compensation for market risk. 

What did Staff use for the market risk premium? 

Staff uses separate calculations for the market risk premium in its historical and current 

market risk premium CAPM methods. 

How did Staff calculate an estimate for the market risk premium in its historical 

market risk premium CAPM method? 

Staff uses the intermediate-term government bond income retums published in the 

Ibbotson Associates' Stocks, Bonds, Bills, and InjZation 2012 Yearbook to calculate the 

historical market risk premium. Ibbotson Associates calculates the historical risk 

premium by averaging the historical arithmetic differences between the S&P 500 and the 

intermediate-term government bond income retums for the period 1926-20 1 1. Staffs 

historical market risk premium estimate is 7.2 percent, as shown in Schedule JAC-3. 

How did Staff calculate an estimate for the market risk premium in its current 

market risk premium CAPM method? 

Staff solves equation 8 above to arrive at a market risk premium using a DCF-derived 

expected return (K) of 12.87 (2.2 + 10.6711) percent using the expected dividend yield (2.2 

percent over the next twelve months) and the annual per share growth rate (10.67 percent) 

" The three to five year pnce appreciation is 50%. 1.50°.25 - 1 = 10.67%. 
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Q. 

A. 

Q. 
A. 

VII. 

Q* 

A. 

that Value Line projects for all dividend-paying stocks under its review12 along with the 

current long-tern-risk-fiee rate (30-year Treasury-note at 3.02 percent) and the market's 

average beta of 1.0. Staff calculated the current market risk premium as 9.8 ~ercent , '~  as 

shown in Schedule JAC-3. 

What is the result of Staff's historical market risk premium CAPM and current 

market risk premium CAPM cost of equity estimations for the sample utilities? 

Staffs cost of equity estimates are 6.4 percent using the historical market risk premium 

CAPM and 10.0 percent using the current market risk premium CAPM. 

What is Staff's overall CAPM estimate for the sample utilities? 

Staffs overall CAPM cost of equity estimate is 8.2 percent which is the average of the 

historical market risk premium CAPM (6.4 percent) and the current market risk premium 

CAPM (10.0 percent) estimates, as shown in Schedule JAC-3. 

SUMMARY OF STAFF'S COST OF EQUITY ANALYSIS 

What is the result of Staff's constant-growth DCF analysis to estimate the cost of 

equity for the sample water utilities? 

Schedule JAC-3 shows the result of Staffs constant-growth DCF analysis. The result of 

Staffs constant-growth DCF analysis is as follows: 

k = 3.1% + 5.0% 

k = 8.1% 

~~ 

l2 January 25,2013 issue date. 
l3 12.87% = 3.02% + (1) (9.8%). 
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Q. 

A. 

Q. 
A. 

Staffs constant-growth DCF estimate of the cost of equity for the sample water utilities is 

8.1 percent. - -  - - - .- - - - - - - . - - _ _  -~ _ _  - 

What is the result of Staffs multi-stage DCF analysis to estimate of the cost of equity 

for the sample utilities? 

Schedule JAC-9 shows the result of Staffs multi-stage DCF analysis. The result of 

Staffs multi-stage DCF analysis is: 

Company Equity Cost 
Estimate (k) 

American States Water 9.0% 
California Water 9.8% 

Connecticut Water 9.7% 
Aqua America 9.0% 

Middlesex Water 10.3% 
S J W  Corp 9.2% 

Average 9.5% 

Staffs multi-stage DCF estimate of the cost of equity for the sample water utilities is 9.5 

percent. 

What is Staff's overall DCF estimate of the cost of equity for the sample utilities? 

Staffs overall DCF estimate of the cost of equity for the sample utilities is 8.8 percent. 

Staff calculated an overall DCF cost of equity estimate by averaging Staffs constant 

growth DCF (8.1 percent) and Staffs multi-stage DCF (9.5 percent) estimates, as shown 

in Schedule JAC-3. 
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Q. 

A. 

Q. 

A. 

What is the result of Staffs historical market risk premium CAPM analysis to 

estimate of the cost of equiv forxhe sample utilities? 

Schedule JAG3 shows the result of Staffs CAPM analysis using the historical risk 

premium estimate. The result is as follows: 

- .. _. . -. . - - - - - 

k = 1.3% + 0.71 * 7.2% 

k = 6.4% 

Staffs CAPM estimate (using the historical market risk premium) of the cost of equity to 

the sample water utilities is 6.4 percent. 

What is the result of Staffs current market risk premium CAPM analysis to 

estimate the cost of equity for the sample utilities? 

Schedule JAC-3 shows the result of Staffs CAPM analysis using the current market risk 

premium estimate. The result is: 

k = 3.0% + 0.71 * 9.8% 

k = 10.0% 

Staffs CAPM estimate (using the current market risk premium) of the cost of equity to the 

sample water utilities is 10.0 percent. 
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Q* 
-A.--- 

Q. 
A. 

VIII. 

Q. 

A. 

What is Staffs overall CAPM estimate of the cost of equity for the sample utilities? 

S t a r s  -overalI CAPM- estim-ate for-the sapleputilities is 8.2 percent. -- Staff’s Overall - 

CAPM estimate is the average of the historical market risk premium CAPM (6.4 percent) 

and the current market risk premium CAPM (10.0 percent) estimates, as shown in 

Schedule JAC-3. 

Please summarize the results of Staffs cost of equity analysis for the sample utilities. 

The following table shows the results of Staffs cost of equity analysis: 

Table 2 

Method Estimate 
Average DCF Estimate 8.8% 

Average CAPM Estimate 8.2% 
Overall Average 8.5% 

Staffs average estimate of the cost of equity to the sample water utilities is 8.5 percent. 

FINAL, COST OF EQUITY ESTIMATES FOR CORDES LAKES 

Please compare Cordes Lakes’ capital structure to that of the six sample water 

companies. 

The average capital structure for the sample water utilities is composed of 48.4 percent 

equity and 51.6 percent debt, as shown in Schedule JAC-4. Cordes Lakes’ capital 

structure is composed of 100.0 percent equity and 0.0 percent debt. In this case, since 

Cordes Lakes’ capital structure contains no debt, its stockholders have no exposure to 

financial risk. In contrast, the average sample water utilities’ capital structure is more 

highly leveraged, and thus common stock shareholders in those sample companies are 

exposed to financial risk. 
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Q* 
AT- 

Q. 

A. 

Q. 
A. 

Does Cordes Lakes' reduced financial risk affect its cost of equity? 

Yes: -As previously discussed, financial risk- Ts a component- of market risk- and iiivestors 

require compensation for market risk. Since Cordes Lakes' financial risk exposure is less 

than that of the average sample water companies, its cost of equity is lower than that of the 

sample water companies. However, Staff is not recommending a downward financial risk 

adjustment in this proceeding, as the Company does not have access to the capital 

markets. 

Did Staff consider factors other than the results of its tech 

equity analysis? 

ical models in its cost of 

Yes. In consideration of the relatively uncertain status of the economy and the market that 

currently exists, Staff is proposing an Economic Assessment Adjustment to the cost of 

equity. In this case, Staff recommends a 60 basis point (0.6 percent) upward Economic 

Assessment Adjustment, as shown in Schedule JAC-3. 

What is Staff's ROE estimate for Cordes Lakes? 

Staff determined an ROE estimate of 9.1 percent for Cordes Lakes based on cost of equity 

estimates for the sample companies of 8.5 percent for both the CAPM and the DCF and 

adoption of a 60 basis point upward Economic Assessment Adjustment, as shown in 

Schedule JAC-3. 
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Ix. 
- Q:-- 

A. 

X. 

Q. 
A. 

RATE OF RETURN RECOMMENDATION 

Wliatoverall rate of return did Staff deterxiiine for-C-ordes Lakes?---- 

Staff determined a 9.1 percent ROR for the Company, as shown in Schedule JAC-1 and 

the following table: 

~~ - - -- ~- - 

Table 3 

Weighted 
Weight Cost Cost 

Long-term Debt 0.0% 0.0% 0.0% 
Common Equity 100.0% 9.1% 9.1% 

Overall ROR 9.1 % 

STAFF RESPONSE TO COMPANY’S PROPOSED COST OF CAPITAL 

Please summarize the Company’s cost of capital request. 

The Company’s application does not present testimony pertaining to the cost of capital. 

Schedule A-1 of the application shows the requested overall rate of return as 8.0 percent. 

Schedule D-1 “Summary of Cost of Capital” of the application shows a capital structure 

comprised of only $18,170 for customer deposits at a 6.0 percent cost rate. Schedule E-1 

“Comparative Balance Sheet” of the application shows $65 1,634 for total shareholders’ 

equity. Staff has calculated the capital structure implied by the Company’s application 

comprised of 2.7 percent debt and 97.3 percent equity and has also calculated the implied 

ROE of 8.1 percent. As discussed in Section IV above, the Commission has a long- 

standing practice of treating customer deposits as a deduction in the calculation of rate 

base as opposed to as a component of the capital structure, and Staff advocates that the 

Commission continue its usual practice in this case. Thus, the Company has no debt in its 

capital structure. In summary, the Company has supported neither the capital structure nor 

the cost of equity implied in its application, and those proposals should be rejected. 
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XI. 

Q. - 

A. 

-. 

Q. 
A. 

CONCLUSION 

Please-summarize-Staff's recommendations, - 

Staff recommends that the Commission adopt a 9.1 percent overall rate of retum14 for the 

Company based on a capital structure composed of 0.0 percent debt and 100.0 percent 

equity. 

~~ ~ .. - - _ _  - - -  ~ 

Does this conclude your direct testimony? 

Yes, it does. 

Sum of cost of equity estimate (8.5%) and economic assessment adjustment (0.6%). 14 
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EXECUTIVE SUMMARY 
CORDES LAKES WATER COMPANY 

DOCKET NO. W-02060A-12-0356 

The Surrebuttal Testimony of Staff witness John A. Cassidy addresses the following issues: 

Capital Structure - Staff continues to recommend that the Commission adopt a capital structure 
for Cordes Lakes Water Company (“Cordes Lakes” or “Company”) for this proceeding 
consisting of 0.0 percent debt and 100.0 percent equity. 

Cost of Equity - Staff recommends that the Commission adopt a 9.0 percent return on equity 
(“ROE”) for the Company, a decrease f?om the 9.1 percent ROE Staff recommended in Direct 
Testimony. Staffs estimated ROE for the Company is based on the average of its discounted 
cash flow method (“DCF”’) and capital asset pricing model (“CAPM”) cost of equity 
methodology estimates for the sample companies of 8.1 percent for the CAPM and 8.7 percent 
for the DCF. Staffs recommended ROE includes an upward economic assessment adjustment of 
60 basis points. 

Cost of Debt - Staff recommends that the Commission adopt a 0.0 percent cost of debt for the 
Company, as the Company has no debt in its capital structure. 

Overall Rate of Return - Staff recommends that the Commission adopt a 9.0 percent overall rate 
of return, a decrease from the 9.1 percent ROE Staff recommended in Direct Testimony. 

Company-Proposed Cost of Capital - The Company’s Rebuttal Testimony proposes a 10.55 
percent ROE, an increase from the 8.1 percent ROE it requested in its initial filing. This request 
should be rejected because it is not based on comprehensive cost of capital analysis. The 
Company’s criticisms of Staffs ROE recommendation reflect a fundamental misunderstanding 
of the ROE analysis applied to regulated utilities. 
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I. 

Q. 
A. 

Q* 
A. 

Q. 
A. 

Q. 
A. 

11. 

Q. 

A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Commission”) in the Utilities Division (“Staff 7. My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Are you the same John A. Cassidy who filed Direct Testimony in this case? 

Yes, I am. 

What is the purpose of your Surrebuttal Testimony in this rate proceeding? 

The purpose of my Surrebuttal Testimony is to update Staffs cost of capital analysis and 

its recommendations regarding Cordes Lakes Water Company (“Cordes Lakes” or 

“Company”) cost of capital, and to respond to the cost of capital Rebuttal Testimony of 

Company witness, Matthew J. Rowell (“Mi-. Rowell’s Rebuttal”). 

Please explain how Staffs Surrebuttal Testimony is organized. 

Staffs Surrebuttal Testimony is presented in four sections. Section I is this introduction. 

Section 11 discusses Staffs updated cost of capital analysis. Section 111 presents Staffs 

comments on the Rebuttal Testimony of the Company’s cost of capital witness, Mr. 

Rowell. Lastly, Section IV presents Staffs recommendations. 

COST OF EQUITY AND OVERALL RATE OF RETURN 

Is Staff recommending a different capital structure for Cordes Lakes in its 

Surrebuttal Testimony than it did in Direct Testimony? 

No. Staff continues to recommend a capital structure consisting of 0.0 percent debt and 

100 .O percent common equity. 
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Q. 

A. 

Q* 
A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Has Staff updated its analysis concerning the Company’s cost of equity (TOE”) 

since filing Direct Testimony in this proceeding? 

Yes. Staff updated its analysis to include more recent market data. 

What is Staffs updated estimate for the COE? 

Staffs updated estimate for the COE is 8.4 percent. This figure is derived fkom cost of 

equity estimates which range fi-om 8.7 percent for the discounted cash flow (“DCF”) 

method to 8.1 percent for the capital asset pricing model (“CAPM) estimation 

methodologies, as shown in Surrebuttal Schedule JAC-3. In direct testimony, Staffs 

preliminary COE estimate was 8.5 percent. 

In its Surrebuttal Testimony, does Staff continue to recommend the 60 basis point 

(0.6 percent) upward economic assessment adjustment to Cordes Lakes’ cost of 

equity that it recommended in its Direct Testimony? 

Yes. 

What ROE is Staff recommending for Cordes Lakes? 

Staff recommends a 9.0 percent ROE. This figure represents Staffs updated 8.4 percent 

COE, derived from updated cost of equity estimates ranging from 8.7 percent for the DCF 

method to 8.1 percent for the CAPM estimation methodologies, and includes Staffs 

upward 60 basis point economic assessment adjustment. 

Did Staff update its analysis concerning the Company’s overall rate of return? 

Yes, the updated analysis is supported by Surrebuttal Schedules JAC-1 to JAC-9. 
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Q* 

A. 

Q. 
A. 

III. 

Q. 

A. 

Q. 
A. 

Does Staff's updated cost of equity analysis result in a change to Staff's weighted 

average cost of capital? 

Yes. Based upon its updated cost of equity analysis, Staffs weighted average cost of 

capital fell to 9.0 percent. In its Direct Testimony, Staffs weighted average cost of capital 

had been 9.1 percent. 

What overall rate of return is Staff recommending for Cordes Lakes? 

Staff recommends a 9.0 percent overall rate of return. Staffs recommendation is based on 

an ROE of 9.0 percent, a cost of debt of 0.0, and a capital structure consisting of 0.0 

percent debt and 100.0 percent common equity, as shown in Surrebuttal Schedule JAC-1. 

STAFF RESPONSE TO COMPANY WITNESS MATTHEW J. ROWELL 

Please summarize the capital structure, cost of equity and overall rate of return 

proposed in Mr. Rowell's Rebuttal. 

Mr. Rowell's Rebuttal proposes a capital structure composed of 100 percent equity and a 

cost of equity of 10.55, which equates to a 10.55 percent overall rate of return. 

Did Mr. Rowell sponsor direct cost of capital testimony in this docket? 

No. Mr. Rowell was engaged by the Company to assist in the preparation of Rebuttal 

Testimony subsequent to the filing of Staffs Direct Testimony in this docket. 

. 
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Q. 

A. 

Q= 

A. 

Q. 

A. 

Q. 
A. 

Is the capital structure proposed in Mr. Rowell’s Rebuttal the same capital structure 

initially proposed by the Company? 

No. As filed, the Company’s Application originally proposed a capital structure 

consisting of 97.3 percent equity and 2.7 percent debt. In his Rebuttal Testimony, Mr. 

Rowell adopts Staffs recommended 100.0 percent equity capital structure.’ 

For purposes of his Rebuttal Testimony, did Mr. Rowell perform any formal cost of 

capital analysis to support his proposed 10.55 percent ROE? 

No. Mr. Rowell simply gives consideration to the 10.55 percent ROE awarded Arizona 

Water Company, Eastern Group (“AWC”) in Decision No. 73736 (dated February 20, 

2013).2 

In his Rebuttal Testimony, does Mr. Rowell attempt to justify a 10.55 percent ROE 

for Cordes Lakes on the grounds that (like AWC’s Eastern Group) the Company 

faces the need for substantial rehabilitation of older plant? 

Does Staff consider Mr. Rowell’s claim in this regard to have merit? 

No. In Direct Testimony filed by AWC witness Fredrick K. Schneider, it was established 

that installation of water mains in the AWC Eastern Group’s Bisbee water system had 

begun in the late 1800s’ and that the oldest water main still in service dated from 1901.4 

Furthermore, Mr. Schneider testified that based on AWC’s current replacement rate, it 

would take over 170 years to replace the existing Bisbee water infia~tructure.~ In contrast, 
~ 

’ Rowell Rebuttal, p.3. 
Docket No. W-01445A-11-0310. 
Rowell Rebuttal, p. 8, lines 15-18. 
See Schneider Direct, Exhibit FKS-13 “Water Systems in the Eastern Group,” p. 78 (Docket No. W-01445A-11- 

See Schneider Direct, p. 68, lines 10-12 (Docket No. W-01445A-11-0310). 
0310). 
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Cordes Lakes is a water utility which was granted a Certificate of Convenience and 

Necessity (,‘CC&N”) in 1968, thus rendering its Mastructure to be less than fifty years 

old.6 

Q. 

A. 

In his Rebuttal Testimony, Mr. Rowel1 is critical of Staff for using two different risk- 

free (Rf) rates in its CAPM analyses. What is Staff s response? 

Staff incorporates two CAPM estimates into its cost of capital analyses, and as noted in 

Staffs Direct Testimony, utilizes separate parameters as surrogates for the risk-free rate in 

each.7 The CAPM is assumed to be a single holding period modelY8 and in order to be 

reflective of an investor’s holding period, Staffs historical market risk premium CAPM 

utilizes intermediate-term inputs. Specifically, Staff utilizes intermediate-tern inputs for 

both the historical market risk premium component,’ as well as for its proxy of the 

intermediate-term risk-free rate @e., the average of the 5-, 7- and 10-year spot US .  

Treasury yields).” Conversely, because Staffs current market risk premium is DCF- 

derived,” the inputs utilized by Staff in its current market risk premium CAPM are of a 

longer duration. The constant growth DCF model assumes that dividend growth (g) will 

continue indefmitely/infinitely,’2 and for this reason Staff utilizes as its risk-free rate the 

spot yield on the 30-year U.S. Treasury note.13 

Decision No. 39646, dated September 13, 1968 (Docket No. U-2060). ’ Cassidy Direct, p. 29, lines ’ Cassidy Direct, p. 28, footnote 10. 
Cassidy Direct, p. 30, lines 12-19. 

l o  Cassidy Direct, p.29, lines 8-12. 
Cassidy Direct, p. 30, line 23. 
Cassidy Direct, p. 15, lines 15-16; and p. 16, line 4. 

l 3  Cassidy Direct, p. 29, lines 10-12. 
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Q. 

A. 

Q- 

A. 

Mr. Rowell suggests that Staff has used two different values for the risk-free (Rf) rate 

in the same CAPM equation, and in so doing has not only abandoned the simple logic 

of high school algebra, but by inference, has purposefully understated its historical 

market risk premium CAPM estimate.14 Is this true? 

No. 

Since this is not true, how does Staff explain Mr. Rowell’s assertion that when the 

risk-free (Rf) rate can have a “positive impact” on the COE estimate, “Staff plugs in 

a low estimate of RF (1.29%): yet when the risk-free rate can have a “negative 

impact” on the COE, “Staff plugs in a high estimate of RF’ (4.66%)?”15 

As shown in Equation 8 of Staffs Direct Testimony,16 and as depicted below, the risk-fiee 

(Rf) rate does, in fact, appear twice in the CAPM formula: 

First, as a value to be added to the quantity, [p(Rm - Rf)], and again, in the calculation of 

the market risk premium, (Rm - Rf). However, as noted in Staffs Direct Te~timony,’~ for 

purposes of its historical market risk premium CAF’M, the market risk premium 

component is calculated by taking the difference between the historical annual arithmetic 

mean return on equity securities, as measured by the S&P 500, over the period 1926-201 1 , 

and the arithmetic mean intermediate-term government bond income return over that same 

period of time. Being that the market risk premium is a measure of the return equity 

investors expect as compensation for exposure to market risk,18 quantifying an historical 

j 4  Rowell Rebuttal, pp. 6-7. 
l5 Rowell Rebuttal, p.7, lines 2-5. 
l6 Cassidy Direct, p. 28, line 12. 

l8 Cassidy Direct, p. 30, line 6 .  
Cassidy Direct, p. 30, lines 12-19. 17 
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market risk premium necessitates using as inputs the average annual realized equity return 

on the one hand, and an average of the risk-free rate in effect over that same period of time 

on the other. Staffs historical market risk premium CAPM methodology utilizes this 

approach; thus, the 7.2 percent market risk premium shown in Schedule JAC-3 represents 

the difference between the 11.88 percent average annual total return on the S&P 500 and 

the 4.66 percent average annual intermediate-term government bond return covering the 

85-year period, 1926-2011 (7.22% = 11.88% - 4.66%).” Staffs utilization of a 1.3 

percent spot intermediate-term risk-fiee rate as the other (Rf) value in the equation is 

consistent with estimating the expected market cost of equity utilizing the risk-fiee rate 

borne by investors in today’s marketplace, calculated using the historical market risk 

premium discussed above. 

Q. 

A. 

Q. 

A. 

For purposes of its cost of capital analysis, how long has Staff employed the 

methodology discussed above to calculate its historical market risk premium CAPM 

COE estimate? 

To my knowledge, Staff has employed its historical market risk premium CAPM 

methodology for over ten years. 

To the best of your knowledge, has a cost of capital witness testifying on behalf of a 

utility in another rate docket ever questioned the propriety of Staffs historical 

market risk premium methodology in the manner Mr. Rowell has done in his 

Rebuttal Testimony? 

No. 

~~ 

l9 Staff ‘s 7.2 percent historical market risk premium is rounded to a single digit. 
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Q. 

A. 

IV. 

Q. 
A. 

How does Staff respond to Mr. Rowell’s assertion that Staffs analysis fails to 

address genera1 economic conditions?’’ 

While it is true that Staff’s Direct Testimony does not include a discussion of general 

economic conditions, consideration of general market conditions is inherently 

incorporated in the market based DCF and CAPM models used by Staff. Inputs (e.g., 

stock prices, dividends, GDP, et al.) into the DCF and CAPM models reflect general 

economic conditions through market forces. Use of market based CAPM and DCF 

models is also a superior way to achieve compliance with the underlying criteria 

established by Hope and Bluefield that Mr. Rowell’s Rebuttal claims Staffs cost of capital 

analysis fails tu satisfy.21 The Company’s criticisms of Staffs ROE recommendation 

reflect a fundamental misunderstanding of the use of market based analyses as they apply 

to regulated utilities. 

STAFF RECOMMENDATIONS 

What are Staffs recommendations for Cordes Lakes’ cost of capital? 

Staff recommends the following for Cordes Lakes’ cost of capital: 

1. 

2. 

3. 

A capital structure of 0.0 percent debt and 100.0 percent equity. 

A 0.0 percent cost of debt. 

A 9.0 percent return on equity (including a 0.6 percent (60 basis points) upward 

economic assessment adjustment). 

A 9.0 percent overall rate of return. 4. 

2o Rowell Direct, p. 5 ,  line 12. 
21 Rowell Rebuttal, p. 4, lines 9-10. As enumerated in Mr. Rowell’s Rebuttal, these critera consist o f :  Commensurate 
Earnings, Financial Integrity, Capital Attraction, Changing Level of Returns, and “End Result” Doctrine. 
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Q. 

A. Yes, it does. 

Does this conclude your Surrebuttal Testimony? 
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EXECUTIVE SUMMARY 
CORDES LAKES WATER COMPANY 

DOCKET NO. W-0206OA-12-0356 

‘Cordes Lakes Water Company (“Cordes Lakes” or “Company”) is an Arizona for-. 
pmfit- ~ a s s - G p u b ~ i C s e w i c e c ~ ~ ~ ~ ~ ~ ~ ~ - ~ r ~ ~ ~ ~ g ~ ~ ~ o ~ ~ r ~ ~ ~ ~ ~ ~ ~ ~ ~ , 3 ~ ~ s  terne*-- 
m and around the Town of Cordes Junction, Yavapai County, Arizona. 

On August 6,2012, the Company filed a rate increase application. On August 17, the 
Company docketed additions and revisions to the rate increase application. On August 30, 
2012, the Company requested additional time to file revisions to the rate application. On 
September 25, 2012, the Company docketed additional information revising the rate 
application. On October 17, 2012, Staff filed a letter declaring the Company’s rate 
application sufficient. On November 8, 2012, the Company docketed Additions to the Rate 
Increase Application. 

The Company-proposed rates, as filed, produce total operating revenue of $498,366, a 
$77,000 (19.06 percent) increase, over the test year revenue of $403,993, to provide a 
$37,000 operating income and an 8.0 percent rate of return on a proposed $496,789 fair value 
rate base (“FVRB7’) which is also the proposed original cost rate base (‘LOCRB’7).1 The rate 
application shows that Cordes Lakes incurred a $17,373 operating loss for the test year 
ending December 3 1 , 201 1. Cordes Lakes requested 77,000 revenue increase includes: (1) 
$17,373 to cover the test year operating loss; (2) $20,000 for profit; (3) $30,000 as a 
surcharge for 2 years for “leak detection and repair;” and (4) $10,000 as a surcharge for 3 
years for “meter loss prevention.” . 

The Utilities Division (“Staff ’) recommends total operating revenue of $428,739, a 
$8,202 (1.95 percent) increase over the $420,536 Staff-adjusted test year revenue, to provide 
an $1 1,512 operating income and a 9.1 percent rate of return on the $126,500 Staff-adjusted 
FVRB and OCRB. Staffs recommendation reflects six rate base adjustments and nine 
operating income adjustments. 

The Company currently has three meter sizes: 3/4-inch, 1-inch and 2-inch. 
Customers with 3/4-inch meters have a three-tiered commodity rate structure with break-over 
points at 3,000 gallons and at 8,000 gallons. The monthly minimum charge for 3/4-inch 
meters is $1 1-00. The 1-inch and 2-inch customers have a two-tiered commodity rate 
structure with break-over points at 18,000 gallons for 1-inch meters and at 75,000 gallons for 
2-inch meters. Monthly minimum charges are $19.50 for 1-inch meters and $62.50 for the 
2-inch meters. The Company proposes to increase (varies between 22.7 percent and 25.6 
percent) the monthly minimum charges for all meter sizes and to all commodity rate tiers. 
The application does not specify any surcharge rates. 

Staff recommends no increase to the minimum monthly charge for all meter sizes. 
Staff recommends an increase to commodity rates in second and third tiers (as it applies to 
3/4-inch meters and which represents the fmt and second tiers for larger meters). Second tier 
commodity tier rate would increase by $0.20 (4.65 percent) from $4.30 per 1,000 gallons to 
$4.50 per 1,000 gallons. The third tier commodity rates would increase by $0.40 (8.00 

’ The Company’s as filed amounts are not mathematically accurate. 



I 

c 

percent) fkom $5.00 per 1,000 gallons to $5.40 per 1,000 gallons. The typical 3/4-inch meter 
bill with a median use of 3,088 gallons would increase by $.02 (.09 percent) fiom $19.78 to 
$19.80. 
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I. 

-Q:--- 
A. 

Q* 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION 

Please state your name, occupation, and businis address. 

My name is Mary J. Rimback; I am a Public Utilities Analyst Arizona Corporation 

Commission (“ACC” or “Commission”) in the Utilities Division (“Stafi”). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

- 

Briefly describe your responsibilities as a Public Utilities Analyst. 

In my capacity as a Public Utilities Rate Analyst, I analyze and examine accounting, 

financial, statistical and other information and prepare reports based on my analyses that 

present Staffs recommendations to the Commission on utility revenue requirements, rate 

design and other issues. 

Please describe your educational background and professional experience. 

I graduated from Arizona State University with a Bachelor of Science in Accounting and I 

am a Certified Public Accountant with the Arizona State Board of Accountancy. I have 

been employed with the Arizona Corporation since June 2012. 

What is the scope of your testimony in this case? 

I am presenting Staffs analysis and recommendations regarding Cordes Lakes Water 

Company (“Cordes Lakes” or “Company”) application for a rate increase. I am presenting 

testimony and schedules addressing rate base, operating revenues and expenses, revenue 

requirement and rate design. Mr. John Cassidy is presenting the S t a r s  analysis and 

recommendation for the cost of capital analysis. Mr. Del Smith is presenting Staffs 

engineering analysis and related recommendations. 
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Q. 

A. 

What is the basis of your testimony in this case? 

1 performed3TxZjgulatory audit33 the Lompany’ s applEiition and records. ‘l‘he regulatory 

audit consisted of examining and testing financial information, accounting records, and 

other supporting documentation and verifying that the accounting principles applied were 

in accordance with the Commission-adopted National Association of Regulatory Utility 

Commissioners (“NARUC”) Uniform System of Accounts (“USOA”). 

Q. 

A. My testimony is presented in ten Sections. Section I is this introduction. Section I1 

provides a background of the Company. Section III is a summary of consumer service 

issues. Section IV presents compliance status. Section V is a summary of proposed 

revenues. Section VI is a summary of Staffs rate base and operating income adjustments. 

How is your testimony organized? 

I Section VII presents Staffs rate base recommendations. Section VLII presents Staffs 
~ 

~ 

operating income recommendations. Section IX discusses rate design. Section X 

I discusses the surcharge requested by the company. 

11. BACKGROUND 

Q. Please review the pertinent background information associated with the Company’s’ 

application for a rate increase. 

The Company is a Class C water system servicing approximately 1,300 customers in 

Cordes Junction, Arizona. Prior to 2005, Cordes Lakes also included a second water 

system named Verde Lakes located in Cottonwood, Arizona. In 2004, the City of 

A 

Cottonwood initiated condemnation proceedings and took over the servicing of the Verde 

Lakes water system. Decision No. 70170 (February 27,2008) established the Company’s 

current rates. 

I 
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Q. 
7AT 

Q- 
A. 

Please describe pertinent laiformation provided w ILu this application. 

'l'he initia-te application r e q u e s t e d m f l o  cover an operating loss, produce an 

operating income of $20,000, plus additional funding of $30,000 for leak repair plus $10 

for leak repair.' Narrative accompanying the application indicated this request was a 20 

percent increase. 

On August 17, 2012, the Company docketed additional information pertaining to bill 

counts and service charges collected in the test year. This filing also included a request to 

increase Service Line and Meter Charges. 

On September 24, 2012, the Company docketed a revised Schedule A-1, requesting a 

$77,000 gross revenue increase, inclusive of $40,000 of surcharges. The narrative 

described the surcharges as $30,000 per year for two years to cover leak repair and 

$10,000 per year for three years to cover meter repair and replacement. Additional 

information on bill counts and sales was provided on September 24, 2012. A revised 

Schedule E-2 was also filed at that time. 

After Staff declared the application sufficient, the Company docketed additional 

information on November 8, 2012. The additional information included the detail of 

increases to Plant since the test year in the prior rate case. 

What test year did Cordes Lakes use in its filing? 

Cordes Lakes rate filing is based on the twelve months tha- ended December 3 1,201 1. 

~~ 

The $10 value is apparently a typographical error and was intended to be $10,000 as shown in Schedule F-1. 
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III. 

v. 

A. 

Iv. 

Q. 
A. 

V. 

Q. 
A. 

CONSUMER SERVICE 

Please provide a brief summary 01 customer complaintEceived by the Commission 

regarding Cordes Lakes. 

Staff reviewed the Commission’s records for the period January 1, 2010, through 

December 3 1 , 20 12, and found the following: 

2012 - Zero complaints. 

2011 - Four complaints - one billing, two quality of service and one 

disconnecthermination. 

2010 - Zero complaints. 

All complaints have been resolved and closed. 

COMPLIANCE 

Please proved a summary of the compliance status of the Company. 

A review of the Commission’s Compliance database indicates that there are currently no 

delinquencies for the Company. 

SUMMARY OF COMPANY FILING AND STAFF RECOMMENDATIONS 

Please summarize the Cordes Lakes’ proposals in this filing? 

The Company-proposed rates, as filed, produce total operating revenue of $498,366, a 

$77,000 (19.06 percent) increase, over the test year revenue of $403,993, to provide a 

$37,000 operating income and an 8.0 percent rate of return on a proposed $496,789 fair 

value rate base (“FVRB”) which is also the proposed original cost rate base (“OCRB”).3 

The rate application shows that Cordes Lakes incurred a $17,373 operating loss for the test 

year ending December 3 1 , 201 1. Cordes Lakes requested 77,000 revenue increase 

The Company’s as filed amounts are not mathematically accurate. 
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Q* 
A. 

VI. 

Q. 
A. 

includes: (1) $17,373 to cover the test year operating loss; (2) $20,000 for profit; 

mm as a surcharge for 2 years for “ieak detection and repair;” and (4- , m  
surcharge for 3 years for “meter loss prevention.” 

Please summarize Staffs recommendations. 

Staff recommends total operating revenue of $428,739, an $8,202 (1.95 percent) increase 

over the $420,536 Staff-adjusted test year revenue, to provide an $11,512 operating 

income and a 9.1 percent rate of return on the $126,500 Staff-adjusted FVRB and OCRJ3. 

Staff m e r  recommends that the Company be ordered to maintain its books and records 

in accordance with the National Association of Regulatory Utility Commissioners 

(“NARUC”) Uniform System of Accounts (“USOA”) 

SUMMARY OF STAFF’S RATE BASE AND OPERATING INCOME 

ADJUSTMENTS 

Please summarize Staffs rate base and operating income adjustments. 

Rate Base: 

Land - This adjustment removes $35,665 of land that is not used and useful. 

Plant in Service - This adjustment reinstates $582,872 in used and useful assets that the 

Company wrote off. 

Additions to Plant - This adjustment decreases Plant additions by $11,818, reflecting 

adjustments for items not properly included in Plant. 

Accumulated Depreciation - This adjustment increases accumulated depreciation by 

$755,284 to reflect Staffs calculation based on Staffs recommended plant, primarily 

amounts associated with plant the Company wrote off that remains in service. 



1 

7 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Direct Testimony of Mary J. Rimback 
Docket No. W-02060A-12-0356 
Page 6 

Contributions in Aid of Construction (CIAC) - This adjustment increases CIAC by 
- .  1 . - .  . -1 

S./O,Z4'/ to recogmze the amount authonzed m Uecision No. S4326( H v m  W I c h  

the Company omitted from its application. 

Working Capital Allowance - This adjustment removes the Company's entire proposed 

working capital allowance of $74,147 which is based on the formula method instead of a 

lead-lag study. 

Operating Income: 

Contract Labor - This adjustment removes $167,692 of salary reimbursements from 

affiliates from both revenue and payroll expense. 

Repairs and Maintenance Expenses - This adjustment increases expenses by $1,012 to 

provide a normalized level based on the past three years. 

Metered Revenues - This adjustment increases metered revenue by $9,093 to reflect bill 

count revenues. 

Depreciation Expense - This adjustment decreases depreciation expense by $1 8,648 to 

reflect application of Staff's recommended depreciation rates to Staff recommended plant 

amounts. 

Propertv Taxes - This adjustment increases property taxes by $5,242 to reflect application 

of the modified version of the Arizona Department of Revenue's property tax 

methodology which the Commission has consistently adopted. 

Test Year Income Taxes - This adjustment increases test year income tax expense by 

$1,317 to reflect application of statutory state and federal income tax rates to Staff 

adjusted taxable income. 

Water Testing Expense - This adjustment increases water testing expense by $4,052. 

Unmetered Revenue Service Charges - This adjustment increases revenues by $7,450 to 

reflect test year collections of unmetered revenues. 
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Interest on Customer Deposits - This adjustment increases interest expense in the amount 

of $IslrSr, to reflect 6 percent interest on customer deposits. 

VII. RATEBASE 

Fair Value Rate Base 

Q. Does Cordes Lakes’ application include schedules with elements of a Reconstruction 

Cost New Rate Base? 

A. No. The Company’s application does not request recognition of a Reconstruction Cost 

New Rate Base. Accordingly, Staff has treated the Company’s original cost rate base as 

its fair value rate base. 

Rate Base Summary 

Q. 

A. 

Please summarize Staff3 rate base recommendation. 

Staff recommends $126,500 for a rate base, a $370,289 reduction from the Company’s 

proposed $496,789 rate base. Staffs recommendation results from the six rate base 

adjustments as discussed below. 

Rate Base Adjustment No. 1 - Land 

Q* 
A. 

Q. 

A. 

What did the Company propose for Land? 

The Company’s application includes $35,665 for land in rate base. 

Did the Company propose to include this same land in rate base in its prior rate case 

based on a 2006 test year? 

Yes. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Did the Commission adopt the Company’s proposal to include this land in the rate 

b a s e i n  the prior rate case? 

No. Decision No. 70170 (February 26,2008) adopted Staffs rate base recommendations 

which included removal of $35,665 of land as not used and useful. The Company asserted 

that the land was to be used for a future well site. 

Did Cordes Lakes add any well sites since the prior rate case as filed in 2007? 

No. 

Is the land still not used and useful? 

Yes. 

What is Staff Recommending? 

Staff recommends removing $35,665 of land from the rate base, as shown in Schedule 

MJR-5. 

Rate Base Adjustment No. 2 - Reinstate Used and Useful Asset 

Q. 

A. 

Did the Company write off utility plant that remains in service? 

Yes. The Company does not maintain records in accordance with the NARUC USOA, 

and its practice is to write off fully depreciated assets regardless of whether they are still 

used and useful. As a consequence, the Company wrote off plant and related accumulated 

depreciation on plant that remains in service. No retirements of assets were shown in the 

Schedules provided to Staff nor in data responses provided to Staff. 
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Q. 

A. 

Q- 
A. 

Did Staff calculate an amount for the plant removed from the Company’s records 

3hxt remains in service? 

Yes, Staff calculated plant balances for the end of the test year using plant balances 

authorized in the Company’s 2007 rate case and documented plant additions for the 

intervening years. 

What is Staff recommending? 

Staff recommends increasing plant in service by $582,872, as shown in Schedule MJR-6. 

The associated adjustment to accumulated depreciation in the same amount is included 

rate base adjustment no. 4 discussed below. 

Rate Base Adjustment No. 3 - Net Plant Additions 

Q- 

A. 

Q. 
A. 

Does the Company have records to support all of the additions to plant since the last 

rate Case? 

No, the Company provided Staff invoices for plant additions that included non-capitalized 

items. In addition, the invoices provided did not total to the amount of plant additions 

claimed. Staff recalculated the plant additions based on the supporting documentation. 

What does Staff recommend? 

Staff recommends removing $11,818 fkom additions to plant in service, as shown in 

Schedule MJR-7. 
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Rate Base Adjustment No. 4 - Accumulated Depreciation 

=id Cordes Lakes maintain adequate records to support its proposed Accumulated 

A. 

Q. 
A. 

Q. 
A. 

Depreciation balance of $139,712? 

No. As noted above, Cordes Lakes does not maintain its records in accordance with the 

NARUC USOA. The Company primarily maintains its records on a tax basis, which is 

significantly different. 

How did Staff calculate its recommended Accumulated Depreciation? 

Staff began with the accumulated depreciation balance adopted by the Commission in the 

rate case and applied the Commission-authorized depreciation rates to depreciable plant 

and all documented additions in the intervening years. Staffs calculation includes 

$582,872 associated with Staff rate base adjustment no. 2 to add back fully depreciated 

plant the Company wrote off that remains in service. 

What is Staff recommending? 

Staff recommends an Accumulated Depreciation balance of $894,996, a $755,284 increase 

over the Company’s proposed balance of $139,712, as shown on Schedule MJR-8. 

Rate Base Adjustment No. 5 - Recognition of Contributions in Aid of Construction 

(‘CCIAC”) 

Q. 

A. 

What did the Company propose for CIAC? 

The Company’s rate base (Schedule Bl) omits any mention of CIAC. That is, the 

Company proposes $0 for CIAC. 
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Q. 

A. 

Is Cordes Lakes’ proposed CIAC consistent with Commission Decision No. 54526? 

No. Decision No. 34526 ordered the Company to cease amortizmg advances that were no 

longer subject to refund and reclassify them as contributions in aid of construction. Since 

the $76,247 CIAC balance is not being amortized, the balance remains at $76,247. 

Q. What is Staff recommending? 

A. Staff recommends a CIAC balance of $76,247, as shown in Schedule MJR-9. 

Rate Base Adjustment No. 6 - Working Capital Allowance 

Q* 
A. 

Q9 

A. 

What is Cordes Lakes proposing for a working capital allowance? 

The Company proposes a working capital allowance base on a formula method, i.e., one- 

twenty-fourth of electric power expense and one-eighth of other operating and 

maintenance expense. 

Is the formula method proposed by the Company a preferred method for calculating 

a working capital allowance? 

Staff does not recommend the use of the formula method of Class A, B and C size utilities. 

The formula method always results in a positive outcome. There is no basis for presuming 

that there is a need for ratepayer to provide a working capital allowance for utilities with 

reasonable cash management practices. In fact, since several relatively large expenses 

(e.g., property and income taxes) are usually paid long after cash is received from 

ratepayers, a negative working capital requirement is reasonably expected. Working 

capital requirements are best determined by a lead-lag study. In the absence of a lead-lag 

study demonstrating otherwise, there is no reason to expect a positive working capital 

requirement consistent with the outcome of the Company’s proposed formula method. 
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Q. What is Staff recommending? 

- A . S t a t t  recommends $U tor a cash working capital allowance-chedule MJR- 

10. 

VIII. 

Q. 

A. 

OPERATING INCOME 

What are the results of Staffs analysis of test year revenues, expenses, and operating 

income? 

As shown in Schedules MJR-11 and MJR-12, Staffs analysis resulted in test year 

revenues of $420,536, expenses of $415,390 and operating income of $5,146. The 

Company’s application shows test year revenues of $571,685, expenses of $589,058 and 

an operating loss of $17,373. Staffs recommendation results from the nine operating 

income adjustments discussed below. 

Operating Income Adjustment No. 1 - Contract Labor 

Q. 

A. 

Q. 

A. 

What treatment does the Company propose for the $167,692 of payments received 

from other entities for work provided by Cordes Lakes’ employees? 

The Company included all of the $167,692 in both operating revenues and operating 

expenses. 

Are these payments related to the operations of Cordes Lakes to provide service to 

its customers? 

No. Cordes Lakes received these payments for services provided by its employees to 

other entities. The payments are neither operating revenues nor operating expenses of the 

Company and should be removed. 
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Q. What is Staff Recommending? 

A. 
- 

Statt recommends removing $1 67,692 tr om both operating revenues and operating 

expenses, as shown in Schedule MJR-13. 

Operating Income Adjustment No. 2 - Repairs and Maintenance Expense 

Q. 
A. 

Q. 

A. 

Q. 
A. 

What is the Company proposing for Repairs and Maintenance Expense? 

The Company is proposing its actual recorded test year Repairs and Maintenance expense 

of $12,650. 

Is the test year expense representative of average on-going repairs and maintenance 

expense? 

The Company’s annual reports show Repairs and Maintenance expenses for 2009, 2010 

and 2011 of $11,116, $17,221, and $12,650, respectively, which indicates that these 

expenses can vary from year to year. Accordingly normalizing these expenses by using a 

three-year average ($13,662) is a reasonable approach for estimating the average on-going 

amount. 

What is Staff recommending? 

Staff recommends Repairs and Maintenance expense of $13,662, an increase of $1,012 

from the Company’s proposed amount, as shown in Schedule MJR-14. 
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Operating Income Adjustment No. 3 - Metered Revenue 
- 

Bid the test year b U  counts presented in the Company’s applicanon reconclle tothe 

test year metered revenue proposed by the Company? 

No, the billing determinants for metered water sales provided in the Company’s February 

24, 2012 filing, generate $412,446, $9,093 more than the $403,353 metered revenue 

shown in the Company’s application. 

A. 

Q. What is Staffs Recommendation? 

A. Staff recommends increasing test year revenue by the amount of $9,093, as shown in 

MJR-15. 

Operating Income Adjustment No. 4 - Depreciation Expense 

Q* 
A. 

Q. 

A. 

Q. 
A. 

What is the Company proposing for depreciation expense? 

The Company proposed $37,195 for test year depreciation expense. 

Does Staff recommend any modifications to the Company’s proposed depreciation 

expense calculation? 

Yes. Staff calculated depreciation expense by applying its recommended depreciation 

rates (the same rates adopted by the Commission in the prior rate case) to its 

recommended plant balances. 

What is Staff recommending? 

Staff recommends $1 8,547 for depreciation expense, a $18,648 reduction fiom the 

Company’s proposed amount, as shown in Schedule MJR-16. 
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Operating Income Adjustment No. 5 - Property Tax Expense 

Q* What is Cordes Lakes proposing for Test Year Property ‘JZiG? 

A. 

Q. 

A. 

Q. 

A. 

Cordes Lakes is proposing $18,187 for test year property tax expense. 

Does the Commission normally use the actual property tax bill for the test year for 

ratemaking purposes of Class C water utilities? 

No. The Commission’s practice in recent years has been to use a modified Arizona 

Department of Revenue (“ADOR”) methodology for water and wastewater utilities. The 

results from using this methodology are primarily dependent upon the test year and 

proposed revenues. In other words, for each revenue requirement, there is a specific 

property tax expense in the same manner as each operating income has a specific income 

tax expense. Although the results for this methodology are frequently referred to as test 

year amounts, in fact, the results are representative of the average expected property tax 

over a subsequent three-year period based partially on proposed revenues. The modified 

ADOR calculation for property tax expense is static, i.e. it is representative only at a 

specific level. 

Has Staff developed a solution to address the dependent relationship between 

Property Tax expense and revenues? 

Yes. Staff has included a factor for property taxes in the Gross Revenue Conversion 

Factor (“GRCF”) (See Schedule MJR-2) that automatically adjusts the revenue 

requirement for changes in revenue in the same way that income taxes are adjusted for 

changed in operating income. This flexible method will accurately reflect Property Tax 

expense at any authorized revenue level. This refinement removes the need to include 

proposed revenues in the calculation of test year Property Tax expense and allows for 

accurate calculation of Property Tax expense at the test year revenue level. 
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Q. 

A. 

What is Staff recommending for test year Property Tax Expense? 

Staff recommends $23,429 for test year property tax expense, a $5242 increase to the 

Company’s proposed amount, as shown in Schedule MJR-17. Staff further recommends 

adoption of its GRCF that includes a factor for Property Tax Expense, as shown in 

Schedule MJR-2. 

Operating Income Adjustment No. 6 - Income Taxes 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Did Staff make an adjustment to test year Income Tax Expense? 

Yes. 

How did Staff calculate test year income tax expense for the Company? 

Staff applied the statutory state and federal income tax rates to Staffs test year taxable 

income. Income tax expenses for the test year and recommended revenues are shown in 

MJR-2. 

What adjustment does Staff recommend for test year income tax expense for the 

Company? 

Staff recommends increasing test year income tax expense by $1,317, as shown in 

Schedule MJR- 1 8. 

Operating Income Adjustment No. 7 - Water Testing Expense 

Q. 

A. 

What is the Company proposing for Water Testing expense? 

The Company is proposing $1,806 for Water Testing expense in the test year. 
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Q. What is Staffs Recommendation? 

A. Stili2 recommends FQ33tC i or Water Testing expense (See Staff testimony of Del Smith) ,  

an increase of $4,052 to the Company’s proposed amount. S t a r s  adjustment is shown in 

Schedule MJR-19. 

Operating Income Adjustment No. 8 - Un-metered Revenues 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What amount did the Company claim for Un-metered Revenue in its most recent 

revision of it application? 

The Company’s most recent application update regarding Un-metered Revenue is in its 

September 24,2012, filing. Specifically, the Company submitted a revised Schedule E-2, 

which is the schedule used by the Company for test year revenues and expenses. The 

revised Schedule E-2 shows $640 as miscellaneous income. 

Did the Company provide a breakout of the components of the $640 in miscellaneous 

income? 

Yes, the breakout included the categories of: “non water company adjustment, bad 

checks, deposit account balance, meter refund account balance, miscellaneous account 

adjustment (estab, reconnect, etc) and sales tax collected.” Unmetered revenue normally 

includes amounts for authorized service charges, such as: establishment, reconnection, re- 

establishment, meter re-read (if correct) and non-sufficient funds fees. With the exception 

of non-sufficient funds fees, the items noted by the Company are not items to include in 

un-metered revenue. 

Did the Company’s breakout of the $640 amount for these service charges include an 

amount for miscellaneous revenues? 

Yes. The Companies breakout shows $8,161 in miscellaneous revenues. 
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Q. Had the Company previously provided better detail regarding its Un-metered service 

charges? 

Yes, the Company provided detail for $8,090 of un-metered revenues in its August 17, 

20 12, filing of additions to the rate increase application. 

A. 

Q. 

A. 

What does Staff recommend for Un-metered Revenues? 

Staff recommends $8,090 Un-metered Revenues, a $7,450 increase to the Company 

proposed amount, as shown in Schedule MJR-20. 

Operating Income Adjustment No. 9 - Interest on Customer Deposits 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Does the Company's application include a provision to recover interest on customer 

deposits? 

No. 

Is it a normal ratemaking practice to allow a utility to recover interest expense on 

customer deposits? 

Yes. 

operating expense when customer deposits are deducted in the calculation of rate base. 

Interest expense incurred on customer deposits is normally recognized as an 

Does Staff recommend including interest expense for Customer Deposits as an 

operating expense in this case? 

Yes, Staff recommends allowing $1,050 for interest on customer deposits, as shown in 

Schedule MJR-2 1. 
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IX. RATEDESIGN 

-Present Rate Design 

Q. 
A. 

Please provide an overview of the Company’s present rates. 

Present, Proposed, and Staff Recommended rate design are presented in Staffs Direct 

Testimony Schedule MJR-22. The present rates went into effect March 1, 2008. There 

are three meter sizes presently in use in the system: 3/4-inch, 1-inch and 2-inch. The 3/4- 

inch meter has a three-tiered commodity rate structure with break-over points at 3,000 and 

8,000 gallons. The tier rates are $2.80, $4.30 and $5.00 with a monthly minimum of 

$1 1.00. All other meters have a two-tiered rate structure. The 1-inch meter has a break- 

over point of 18,000 gallons and commodity rates of $4.30 and $5.00 with a monthly 

minimum of $19.50. There is only one customer with a 2-inch meter. The break-over 

point is 75,000 gallons and commodity rates are $4.30 and $5.00 with a monthly minimum 

of $62.50. 

The Company’s Proposed Water Rate Design 

Q. 
A. 

Please provide an overview of the Company’s proposed rate increases. 

The Company proposes to maintain the existing break-over points for all meter sizes and 

increase the commodity tier rates from $2.80 to $3.30 (a 17.9 percent increase) for the first 

tier, fiom $4.30 to $5.25 (a 22.1 percent increase) for the second tier and from $5.00 to 

$6.00 (a 20.0 percent increase) for the third tier. Minimum Monthly charges are proposed 

to increase from $11.00 to $13.50 (a 22.7 percent increase) for the 3/4-inch meter; from 

$19.50 to $24.50 (a 25.6 percent increase) for the 1-inch meter; fiom $62.50 to $78.00 (a 

24.8 percent increase) for the 2-inch meter. The Company proposes similar percentage 

increases in the minimum monthly charges for other meter sizes. 
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Q. Did the Company propose any changes to Service Line and Meter Installation 
n cnarges I 

A. Yes. The Company proposes an increase to each meter size. Staff has reviewed the 

Company’s proposed service line and meter installation charges and recommends 

approval of those charges, as shown in Schedule MJR-22. 

Staffs Recommended Water Rate Design 

Q. 
A. 

Q. 
A. 

Please provide a description of Staffs recommended rate design. 

Staff recommends no increase to the minimum monthly charge for all meter sizes. Staff 

recommends maintaining the break-over points contained in present rates. Staff 

recommends an increase to commodity rates in second and third tiers (as it applies to 3/4- 

inch meters and which represents the first and second tiers for larger meters). Second tier 

commodity tier rate would increase by $0.20 (4.65 percent) from $4.30 per 1,000 gallons 

to $4.50 per 1,000 gallons. The third tier commodity rates would increase by $0.40 (8.00 

percent) fiom $5.00 per 1,000 gallons to $5.40 per 1,000 gallons. The typical 3/4-inch 

meter bill with a median use of 3,088 gallons would increase by $.02 (.09 percent) fiom 

$19.78 to $19.80. Staffs recommended rates are shown in Schedule MJR-22 and the 

typical bill analysis for %-inch meter customers is shown in Schedule MJR-23. 

Did the Company propose any changes to its Water System Service Charges? 

Yes. Establishment ($30.00), 

Establishment-After Hours ($40.00); Reconnection -Delinquent ($20.00); Reconnection- 

Delinquent and After Hours ($30.00); and a $2.50 increase to NSF checks ($15.00). 

The Company proposes increases of $5.00 each to: 
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Q. 

A. 

Please provide a description of Staffs recommended Water System Service Charges. 

S taE recommends efiminat.fThFEStablishment ( A f i m S  ervice Charge aET%F 

Reconnection (After Hours) tariff. Staff does support an after-hour service charge. An 

after-hour service charge is appropriate when it is at the customer’s request. Such a 

charge compensates the utility for additional expenses incurred when providing after- 

hours service. Staff recommends the addition of a Service Charge (after hours) tariff in 

the amount of $35.00 and that this charge be in addition to the charge for any utility 

service provided after hours at the customer’s request. Staff recommends inserting the 

words (if correct) after Meter Re-Read and Meter test tariffs. Staffs recommended water 

system service charges are shown in Schedule MJR-22. 

Q* 

A. 

Q. 
A. 

X. 

Q. 
A. 

Did Staff prepare a Schedule showing the average and median monthly bill for 

present rates, Company’s proposed and Staffs recommended rates? 

Yes. 

monthly bill for present rates, Company’s proposed rates and Staffs recommended rates. 

Staffs Direct Testimony Schedule MJR-23 presents the average and median 

What is the impact of Staff‘s recommended rates on the median customer bill? 

The typical 3/4-inch median bill with a median usage of 3,088 gallons will increase fi-om 

$19.78 to $19.80 or $.02 (.09 percent) 

SURCHARGES 

Did Cordes Lakes request an amount for surcharges? 

Yes. The Company requested two surcharges. 
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Q. Please describe the surcharges. 
r m -  -A. any presemea me SLU-c harges in its September 24, '28iL Add itions and Kevisions 

to the rate application filing. The Company proposed a water loss repair surcharge in the 

amount of $30,000 for a two-year period and a meter replacement surcharge in the amount 

of $10,000 for a three-year period. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q- 
A. 

Did the Company provide any support for obtaining surcharge revenues in addition 

to the revenues typically generated using a rate basehate of return methodology? 

No. The Company did not provide any explanation to support a need for additional 

revenues. 

Did the Company incur water loss repair costs in the test year? 

Yes. These are normal on-going costs that are already included in the test year operating 

expense. 

What is Staff's recommendation? 

Staff recommends denying the Company's request for surcharges. 

Does this conclude your testimony? 

Yes, it does. 
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MJR-I 

REVENUE REQUIREMENT 

LINE 
- NO. 

I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

DESCRIPTION 

Adjusted Rate Base 

Adjusted Operating Income (Loss)' 

Current Rate of Return (L2 / L1)2 

Required Rate of Return 

Required Operating Income (L4 * Ll)384 

Operating Income Deficiency (L5 - L q 5  

Gross Revenue Conversion Factor 

Required Revenue Increase (L7 * L6)b 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L8 + L9)7 

Required Increase in Revenue (%) 

(A) 
COMPANY 
ORIGINAL 
- COST 

$ 496,789 

$ (17,373) 

0.00% 

8.00% 

$ 37,000 

$ 68,000 

None 

$ 77,000 

$ 403,993 

$ 498,366 

19.06% 

References: 
Column (A): Company Schedule B-I Rate Base, Revised E-2 (9/24/2012) Income Statement 
Column (B): Staff Schedule MJR-3 & MJR-12 

(B) 
STAFF 

ORIGINAL 
COST 

$ 126,500 

$ 5,146 

4.07% 

9.10% 

$ 11,512 

$ 6,365 

1.2886 

$ 420,536 

$ 428,738 

1.95% 

' The Company's application (Schedule A-I) uses Net Income as Operating Income. 
The Company's rate of return, as filed, is not a mathematical product of Operating Income 
divided by rate base. 
Rate base ($496,789) times ROR (8.0%) equals $39,743. 
The Company requests a $30,000 water loss repair surcharge and a $10,000 meter replacement 
surcharge. 
The Company's amount is not mathematically correct. 
The Company's amount is the total of Required Operating Income and both surcharges ($37,000 + 
$30,000 + $10,000). However, the Company's request for a $30,000 water loss surcharge 
only extends for two years and the $10,000 meter replacement surcharge only extends for three years. 
Company's amount represents test year revenue ($403,993) plus adusted operating loss 
($1 7,373) plus required operating income ($37,000) plus annual water loss surcharge ($30,000) 
pluse annual meter replacement surcharge ($1 0,000). 



CORDES LAKES WATER COMPANY 

Test Year Ended December 31,201 I 

GROSS REVENUE CONVERSION FACTOR 

Docket No. W-02060A-120356 
MJR-2 

LINE 
NO. PESCRIPTION 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 

38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
56 

Calculation of Gross Revenue Conversion Factor; 
Revenue 
Uncollecible Factor (Line 11) 
Revenues (L1 - L2) 
Combined Federal and State Tax Rate (Line 17) + Property Tax Factor (Line 22) 
Subtotal (L3 - L4) 
Revenue Conversion Factor (Ll I L5) 

Calculation of Uncollectible Factor: 
Unity 
Combined Federal and State Tax ,Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - LB ) 
Uncollectible Rate 
Uncollectible Factor (L9 * L10 ) 

Calculation of Effective Tax Rate: 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (L12 - L13) 
Applicable Federal Income Tax Rate (Line 53) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 +L16) 

Calculafion of Effective Prooertv Tax Factor 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L16 - Ll9) 
Property Tax Factor (MJR-17, L24) 
Effective Property Tax Factor (L 21 * L 22) 
Combined Federal and State Tax and Property Tax Rate (L17+122) 

Required Operating Income (Schedule MJR-1. Line 5) 
AdjustedTest Year Operating Income (Loss) (Schedule MJR-11, Line 40) 
Required Increase in Operating Income (L24 - L25) 
Income Taxes on Recommended Revenue (Col. (D), L52) 
Income Taxes on Test Year Revenue (Col. (B), L52) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

Recommended Revenue Requirement (Schedule MJR-I , Line I O )  
Uncollectible Rate (Cine IO) 
Uncollectible Expense on Recommended Revenue (L24 * L25) 
Adjusted Test Year Uncollectible Expense 
Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 

Property Tax with Recommended Revenue (MJR-17. L19) 
Property Tax on Test Year Revenue (MJR-17, L 16) 
lncreasee in Property Tax Due to Increase in Revenue (MJR-17. L22) 

Total Required Increase in Revenue (L26 + L29 + L34+L37) 

Calculation of Income Tax: 

Revenue (Schedule MJR-11. Col.(C). Line 5 & Sch. MJR-1, Col. (6). Line IO) 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (L47) 
Arizona Taxable Income (L36 - L317- L38) 
Arizona State Income Tax Rate 
Arizona Income Tax (L39 x L40) 
Federal Taxable Income (L42- L43) 
Federal Tax on First Income Bracket ($1 - $50,000) Q 15% 
Federal Tax on Second Income Bracket ($50,001 - $75,000) @ 25% 
Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% 
Federal Tax on Fourth Income Bracket ($100,001 - $335,000) Q 39% 
Federal Tax on Fifth Income Bracket ($335,001 -$lO,OOO.OOO) Q 34% 
Total Federal Income Tax 
Combined Federal and State Income Tax (L44 + L51) 

Applicable Federal Income Tax Rate [Col. (D), L51 - &I. (8). L511/ [Cd. (C). L45. 

. 

p 
Rate Base (Schedule MJR-3, Col. (C). Line 17) 
Weighted Average Cost of Debt 
Synchronized Interest (L51 X L56) 

100.0000% 
0.0000% 

100.0000% 
22.3951 % 
77.6049% 
1.288578 

100.0000% 
20.9228% 
79.0772% 
O.OOGQ% 
0.0000% 

100.0000% 
6.9680% 

93.0320% 
15.0000% 
13.9548% 
20.9228% 

100.0000% 
20.9228% 
79.0772% 
1.8618% 
1.4723% 

22.3951% 

$ 11,512 
$ 5,146 

$ 6,365 

$ 3,046 
$ 1,362 

$ 1,684 

$ 428.738 
0.0000% 

$ 
$ 

$7 

$ 23,581 
$ 23,429 

$ 153 

$ 8,202 

STAFF 
Test Year Becommended 

8,202 $ 428.730 $ 420,536 $ 
$ 414,028 $ 414,181 

$ 6,508 $ 14,557 
6.9680% 6.9680% 

$ 6.054 $ 13,543 
$ 908 $ 2,031 

$ $ 

$ 453 $ 1,014 

$ $ 
$ $ 
$ $ 
5 $ 

$ 906 $ 2,031 
$ 1,362 $ 3,046 

Col. (A), L43 15.0000% 

$ 126,500 
0.00% 
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< 

RATE BASE - ORIGINAL COST 

MJR-3 

iN 
_ .  
(B) (L) 

LINE AS STAFF AS 
- NO. FILED ADJUSTMENTS ADJUSTED 

COMPANY STAFF 

1 Plant in Service $ 601,634 $ 535,389 $ 1,137,023 
755,284 894,996 2 Less: Accumulated Depreciation 139,712 

3 Net Plant in Service $ 461,922 $ (219,895) $ 242,027 

LESS: 

4 Contributions in Aid of Construction (CIAC) $ $ 76,247 $ 76,247 

6 Net CIAC 76,247 76,247 
5 Less: Accumulated Amortization 

7 

8 Customer Deposits 

Advances in Aid of Construction (AIAC) 

9 Deterred Income Tax Liabilites 

ADD: 
10 Unamortized Finance Charges 

11 Deferred Tax Assets 

12 Working Capital 

17 Original Cost Rate Base 

21,110 

18,170 

21,110 

18,170 

74,147 (74,147) 

$ 496,789 $ (370,289) $ 126,500 

References: 
Column (A), Company Schedule 6-1, 
Column (B): Schedule MJR-4 
Column (C): Column (A) + Column (B) 
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RATE BASE ADJUSTMENT #I - REMOVE NON-USED AND USEFUL LAND 

MJR- 5 

ra rR1 r.1 

Line COMPANY STAFF STAFF 
- No. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Land 

References: 
Col [A]: Company Schedeule B-1 

Col [C]: MJR Testimony 
COI [E]: COI [C] - COI [A] 

$ 35,665 $ (35,665) $ 

I -  
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MJR-6 

I RATE BASE ADJUSTMENT #2 REINSTATE USED AND USEFULL PLANT 

[AI [BI [CI 
COMPANY Decision No. 

2006 Balance 70170 
LINE ACCT AS STAFF STAFF 
- NO. - NO. DESCRIPTION FILED ADJUSTMENTS RECOMMENDED 

1 31 1 Pumping Equipment $ 10,558 $ - $  10,558 
2 331 Transmission & Distribution Mains 9,444 562,940 572,384 
3 333 Services 19,350 19,350 
4 347 Miscellaneous Equipment 582 582 

5 Totals 

[A]: Company Schedule E-5 and Detail 11/8/2012 

[C] : MJR Testimony 
[B]: COI [C] - COI [A] 

$ 20,002 $ 582,872 $ 602,874 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31, 201 I 

M JR-7 

RATE BASE ADJUSTMENT #3 NET PLANT ADDITIONS 

LINE ACCT Additions STAFF STAFF 
- NO. - NO. DESCRIPTION 11/8/2012 ADJUSTMENTS RECOMMENDED 

2 334 Meters & Meter Installation 35,253 ( I  6,025) 19,228 
3 339 Other Plant & Misc. Equipment 5,166 1,235 6,401 
4 340 Office Furniture & Equipment 2,537 (926) 1,611 

1 331 Transmission & Distribution Mains $ 5,655 $i 3,898 $ 9,553 

5 Totals $ 48,611 $ (11,818) $ 36,793 
c 

[A]: Company Schedule E-5 and Detail provided 11/8/2012 

[C]:MJR Testimony 
[B]: COI IC] - COI [A] 



, CORDES LAKES WATER COMPANY 
, Docket No. W-02060A-12-0356 

Test Year Ended December 31,201 1 

MJR-8 

RATE BASE ADJUSTMENT #4 - ACCUMULATED DEPRECIATION 

-- 
1 4  LEJ LLJ 

LINE COMPANY STAFF STAFF 
- NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

755,284 $ 894,996 1 Accumulated Depreciation $ 139,712 $ 

References: 
Col [A]: Company Schedule 8-1 

Col [C]: MJR Testimony 
COI [B]: COI [C] - COl [A] 
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RATE BASE ADJUSTMENT #5 - ClAC 

MJR-9 

[AI [BI [CI 
I INF ANY STA-FF - W A F F  
- NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Contributions in aid of construction $ - $  76,247 $ 76,247 

References: 
Col [A]: Company Schedeule B-1 

Col [C]: Decision 70170 
COI [B]: COI [C] - COI [A] 
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MJR-IO 

RATE BASE ADJUSTMENT #6 - WORKING CAPITAL ALLOWANCE 

r i u  m 1 U-1 

LINE COMPANY STAFF STAFF - NO. DESCRIPTION 
1 Working Capital Allowance 

- .  

PROPOSED ADJUSTMENTS RECOMMENDED 
$ 74,147 $ (74,147) $ 

References: 
Col [A]: Company Schedeule B-I 

Col [C]: MJR Testimony 
COl [B]: COl [C] - COI [A] 
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OPERATING INCOME STATEMENT -ADJUSTED TEST YEAR AND STAFF RECOMMENDED 

LINE 
_. NO. DESCRIPTION 

1 
2 
3 
4 
5 

6 
7 
10 
11 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

REVENUES: 
Metered Water Sales 
Received for Contract Labor 
Miscellaneous Revenue 
Total Operating Revenues 

OPERATING U(PENSES: 
Payroll 
Contract Labor 
Emplloyee Benefits 
Purchased Power 
Repairs and Maintenance 
Office Supplies and Expense 
Outside Sevices - Accounting 
Outside Sevices - Billing Services 
Outside Sevices - Computer Programming 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Rate Case Expense 
Regulatory Expense 
Misc Expense - Permits 
Misc Expenese - Travel 
Misc. Expenses - Utilities except Electricity 
Misc. Expenses - Bank Charges 
Misc. Expenses - Payroll Services 
Depreciation Expense 
Payroll Taxes 
Taxes other than Income (Sales Tax) 
Property Taxes 
Income Tax 

' 

Interest Income 
Interest Expense 

Total Operating Expenses 
Operating Income (Loss) 

MJR-11 

[AI [El IC1 [Dl El 
COMPANY STAFF 
ADJUSTED STAFF TEST YEAR STAFF 
TEST YEAR TEST YEAR AS PROPOSED STAFF 
AS FILED ADJUSTMENTS ADJUSTED CHANGES RECOMMENDED 

$ 403,353 $ 9,093 $ 412,446 $ 8,202 $ 420,648 

640 7,450 8,090 8,090 
167,692 (167,692) 

$ 571,685 $ (151,149) $ 420,536 $ 8,202 6 428,738 

$ 309,095 
10,312 
29,422 
31,723 
12.650 
14,491 
3,660 

24.118 
3,511 
1,806 

28,150 
8,995 

33,033 
14,936 

$ (167,692) 

1,012 

4,052 

2,000 

3,391 
1,304 

859 

175 
37,195 (18,648) 

$ 141,403 
10,312 
29,422 
31,723 
13,662 
14,491 
3,660 

24,118 
3,511 
5,858 

28,150 
8,995 

33,033 
14,936 

2,000 

3,391 
1,304 

859 
18,547 

175 

18,187 5,242 23,429 153 
45 1,317 1,362 1,684 

1,050 1,050 

141,403 
10,312 
29,422 
31,723 
13,662 
14,491 
3,660 

24,118 
3,511 
5,858 

28,150 
8,995 

33,033 
14,936 

2,000 

3,391 
1,304 

859 
18,547 

175 

23,581 
3,046 

1,050 

$ 589,058 $ (173,668) $ 415,390 $ 1,837 $ 417.227 
$ (17,373) $ 22,519 $ 5,146 $ 6,365 $ 11,512 

References: 
Column (A): Company Revised Schedule E-2, 11/8/2012 
Column (B): Schedule MJR-12 
Column (C): Column (A) + Column (B) 
Column (D): Schedules MJR-1 and MJR-2 
Column (E): Column (C) + Column (D) 
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MJR-13 

OPERATING INCOME ADJUSTMENT #I - REMOVE NON-UTILITY REVENUES AND EXPENSES FOR CONTRACT LABOR 
[AI 181 IC1 

LINE COMPANY STAFF STAFF 
NQ DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

- 
I ~ o n t m c t i x ~  9 l O f , r n  9 C m J  9 

3 Operabng Income Affect $ $ $ 
2 Payroll $ 167,692 (167,692) $ 

References: 
Col [A]: Company Schedeule E-2 

Col [C]: MJR Testimony 
COI [B]: COI [Cl - Cot [A] 
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OPERATING INCOME ADJUSTMENT #2 - NORMALIZATION OF REPAIRS 8 MAINTENANCE EXPENSES 

MJR-14 

PI [BI PI 
LINE COMPANY STAFF STAFF 
- . I  ts'CRTPTRTN PKOPOStD ADJUSTMtNTS RECOMMENDED 

$ 12,650 $ 1,012 $ ' 13,662 1 ReDairs & Maintenance 

2 
3 
4 
5 

6 

Repairs & Maintenance - Company's Test Year: 201 1 
Repairs & Maintenance - 2010 Annual Stmt 
Repairs & Maintenance - 2009 Annual Stmt 
Repairs & Maintenance expenses, past three years 

Average Repair & Maintenance expense (line 513) 

References: 
Col [A]: Company Schedeule C-I 

Col [C]: Normalized Repairs & Maintenance Expense Col [C] L6. 
COI [B]: COI [C] - COI [A] 

$ 12,650 
17,22 1 
11,116 

$ 40,987 

$ 13,662 
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MJR-15 

OPERATING INCOME ADJUSTMENT #3 - METERED REVENUE 

[AI PI [CI 
I INF C W . A N V  STA.FF CT&F 
NO, DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Metered Revenue $ 403,353 $ 9,093 $ 412,446 

References: 
Col [A]: Company Schedule E-2 Revised 9/24/2012 

Col [C]: MJR Testimony 
COI [B]: COl [C] - COI [A] 

Bill Count Revenue 
314 inch Meter $ 404,597 
1 inch Meter 2,397 
2 inch Meter 
Subtotal 

5,452 
$ 412,446 
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MJR-I6 

I OPERATING INCOME ADJUSTMENT #4 - DEPRECIATION EXPENSE 

[AI PI ic1 
Line ACCT DeprecMble Projected 
No. DESCRIPTION AMOUNT Amount RATE 

I 
EXPENSE 

-la&h%wkc 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
$8. 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 

32 
33 
34 
35 

LINE 

36 

301 
302 
303 
304 
305 
306 
307 
308 
309 
370 
31 1 
320 
330 
331 
333 
334 
335 
336 
339 
340 
341 

' 342 
343 
344 
345 
346 
347 
348 

Orgqnization 
Fraychises 
Land and Land Rights 
Structures & Improvements 
Collecting & impounding Reservoirs 
Lakes, Rivers, Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
WaterTreatment Plant 
Distribution Reservoirs 8 Standpipes 
Transmission & Distribution Mains 
Services 
Meters 8 Meter Installation 
Hydrants 
Backflow Prevention Devices 
Other Plant & Misc. Equipment 
Ofice Furniture 8 Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Ship & Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

Subtotal General 
Less: Non- depreciabie Account(s) (L3) 
Depreciable Plant (L29-L30) 

$ - $  

6,657 

167,348 

26,588 

141,632 
581,937 

19,350 
54,817 

60,550 
6,101 

71,461 

582 

4,400 

151,979 

16,030 

94,458 
19,442 

47,078 

60,550 
6,101 
2,412 

$ 1,137,023 $ 402,450 

$ 1,137,023 $ 402,450 

Contributions-in-Aid-oFConstruction (CIAC) Per 
Decision No. 54526 (1/28/1985) -Not Amortized $ 76,247 
Composite DepreciatiodAmortization Rate 0.00% 

Depreciation Expense - STAFF [Col. (C), L29 - L341 
Less: Amortization of CIAC (L32 x L33) 

DESCRIPTION 

[AI 
COMPANY 
PROPOSED 

0.00% 
0.00% 
0.00% 

' 3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 

12.50% 
3.33% 
2.22% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
0.00% 

$ 

147 

5,061 

2,004 

2,097 
389 

3,922 

4,039 
407 
482 

$ 18,547 

$ 
$ 18,547 

P I  1c1 
STAFF STAFF 

ADJUSTMENT RECOMMENDED 

Depreciation Expense $ 37,195 $ (18.648) $ 18,547 

References: 
Col [A]: MJR-4 
Col PI: Decision No. 70170 and updated Plant Scheduies 
Col IC]: MJR Testimony 



CORDES LAKES WATER COMPANY 
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OPERATING INCOME ADJUSTMENT #5 - PROPERTY TAXES 

LINE 
NO. Property Tax Calculation 

MJR-17 

STAFF 1 

AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Staff Adjusted Test Year Revenues - 201 1 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Recommended Revenue, Per Schedule MJR-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles, 
Full Cash Value (Line 9 + Line .I 0 - Line 11 ) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate 

$ 420,536 
2 

841,073 
420,536 

1,261,609 
3 

,420,536 
2 

841,073 

2,171 
838,902 

20.0% 
167,780 

13.9638% 

Staff Test Year Adjusted Property Tax (Line 14 * Line 15) $ 23,429 
Company Proposed Property Tax 18,187 

Staff Test Year Adjustment (Line 16-Line 17) $ 5,242 
Property Tax - Staff Recommended Revenue (Line 14 * Line 15) 
Staff Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (Line22/Line 23) 

$ 420,536 
2 

$ 841,073 
5 428,738 

3 
423,270 

2 
846,541 

2,171 
$ 844,370 

20.0% 
$ 168,874 

13.9638% 

1,269,811 , 

$ 

$ 23,581 
$ 23,429 
$ 153 

$ 153 
8,202 

1.861 840% 
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CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test  Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #6 - TEST YEAR INCOME TAXES 

LINE 
- U. UtSCKllTlUN 

MJR-I a 

[AI P I  [CI 
COMPANY STAFF STAFF LINE 

U. - ADJUSTNltN1S H E C O M E N I I E D -  

[AI P I  [CI 
COMPANY STAFF STAFF 

ADJUSTNltN1S H E C O M E N I I E D -  

$ 45 5 1,317 5 1,362 1 Income Tax Expense 

References: 
Col [A]: Company Schedeule E-2 Revised 9/24/2012 

Go1 [C]: Schedule MJR-2, Line 43 
Col [B]: Col [C] - COI [A] \ '  



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

MJR-19 

OPERATING INCOME ADJUSTMENT #7 WATER TESTING 

[AI P I  IC1 
LINE COMPANY STAFF STAFF 
- NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Water Testing Expense $ 1,806 $ 4,052 $ 5,858 

References: 
Col [A]: Company Schedule E-2 

Col [C]: Engineering Report 
COI [B]: COI [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

MJR-20 

OPERATING INCOME ADJUSTMENT #8 - NON-METERED REVENUE FEES 

r.AJ 

COMPANY 
TR1 

LINE 
PROPOSED STAFF STAFF 

- NO. DESCRIPTION 9/24/20 12 ADJUSTMENTS RECOMMENDED 
1 Mise Income Net $ 640 $ (640) $ 
2 Establishment $ 6,825 6,825 
3 Reconnection $ 1,045 1,045 $ I 50 150 4 .  After Hours Reconnection 

$ 70 70 5 Re-Establishment 

6 640 $ 7,450 $ 8,090 1 $ 

Mise Income Net 
Establishment 
Reconnection 
After Hours Reconnection 
Re-Establishment 

References: 
Col [A]: Company Schedeule A-2 (B) 

Col [C]: Schedule Column A plus Column B 
COI [B]: COI [C] - COI [A] 

COMPANY 
Revised 

811 71201 2 
$ 

6,825 
1,045 

150 
70 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #9 - INTEREST ON CUSTOMER DEPOSITS 

[AI 
LINE 

MJR-21 

COMPANY STAFF STAFF 
- NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

I Interest on Customer Deposits $ $ 1,050 $ 1,050 

References: 
Col [A]: Company Schedeule A-2 (B) 

Col [C]: MJR Testimony 
COI [B]: Cot [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Monthly Usage Charge 
518" x 314" Meter 

1" Meter 
1%" Meter 

2" Meter 
3" Meter 
4" Meter 
6" Meter 
8" Meter 

Io" Meter 
12" Meter 

Gallons Included in Minimum 

Commoditv Rate Charae 

3/4" Meter 
Company 
Tier 1 
Tier 2 
Tier 3 Over 8,000 gallons 
Staff 
Tier 1 
Tier 2 
Tier 3 Over 8,000 gallons 

1 " Meter 
Company 
Tier 1 
Tier 2 Over 18,000 gallons 
Staff 
Tier 1 
Tier 2 Over 18,000 gallons 

1%" Meter 
Company 
Zer 1 
Tier 2 Over 43,500 gallons 
Staff 
Tier 1 
Tier 2 Over 43,500 gallons 

2" Meter 
Company 
Tier 1 
Tier 2 Over 75,000 gallons 
Staff 
Tier 1 
Tier 2 Over 75,000 gallons 

3" Meter 
Company 
Tier 1 
Tier 2 Over 260,000 gallons 
Staff 
Tier 1 
Tier 2 Over 160,000 gallons 

4"Meter 
Company 
Tier 1 
Tier 2 Over 290,000 gallons 
Staff 
Tier I 
Tier 2 Over 290,000 gallons 

6" Meter 
Company 
Tier 1 
Tier 2 Over 530,000 gallons 
Staff 
Tier 1 
Tier 2 Over 530,000 gallons 

From 0 to 3,000 gallons 
From 3,001 to 8,000 gallons 

From 0 to 3,000 gallons 
From 3,001 to 8,000 gallons 

From 0 to 18.000 gallons 

From 0 to 18,000 gallons 

From 0 to 43,500 gallons 

From 0 to 43,500 gallons 

From 0 to 75,000 gallons 

From 0 to 75,000 gallons 

From 0 to 160,000 gallons 

From 0 to 160,000 gallons 

From 0 to 290,000 gallons 

From 0 to 290,000 gallons 

From 0 to 530,000 gallons 

From 0 to 530,000 gallons 

MJR-22 
Page I of 2 

Present -Proposed Rates- 

N/A NIA NIA 

19.50 24.50 19.50 
39.00 48.75 39.00 
62.50 78.00 62.50 

125.00 156.00 125.00 
220.00 275.00 220.00 
390.00 485.00 390.00 
NIA NIA NIA 
NIA NIA N/A 
NIA NIA NIA 

Rates Company Staff 

- 
I I.VV 

Y r- -. -- 

0 0 0 

2.80 
4.30 
5.00 

4.30 
5.00 

4.30 
5.00 

4.30 
5.00 

4.30 
5.00 

4.30 
5.00 

4.30 
5.00 

3.30 
5.25 
6.00 

5.25 
6.00 

5.25 
6.00 

5.25 
6.00 

5.25 
6.00 

5.25 
6.00 

2.80 
4.50 
5.40 

4.50 
5.40 

4.50 
5.40 

4.50 
5.40 

4.50 
5.40 ~ 

4.50 
5.40 

5.25 
6.00 

4.50 
5.40 



MJR-22 
Page 2 of 2 'rE. D.Es.IGN 

.-_..., . _ _ /  . 

Service Line and Meter Installation Charges 
518" x 3/4" Meter 

34"  Meter 
1' Meter 

1%" Meter 
2" Meter 
3" Meter 
4" Meter 
6' Meter 

Service Charges 
Establishment 
Establishment (After Hours) 
Reconnection (Delinquent) 
Reconnection (Delinquent) After Hours 
NSF Check 
Meter Re-Read (If Correct) 
Meter Test (If Correct) 
Deferred Payment (per Month) 
Deposit Amount 
Deposit Interest 
Re-Establishment (Within 12 Months) 
Late Fee (per Month) 
Road Cutting or Boring 
After Hours Service Charge (Customer Request) 

NIT NIT - 
610.00 Sameasstaff 
855.00 Same as Staff 

1,515.00 Same as Staff 
2.195.00 Same as Staff 
3,360.00 Same as Staff 
6,115.00 Same a5 Staff 

Service 

528.00 
720.00 
930.00 

1,332.00 

$25.00 
$35.00 
$15.00 
$25.00 
$12.50 
$10.00 
$25.00 
1.5% 

*. 

1.5% 
cost 
NIT 

NT = No Tariff 
Monthly Service Charge for Fire Sprinkler 

4" or Smaller $0.00 
6" 0.00 
8" 0.00 
Io" 0.00 
Larger than 10" 0.00 

* Per Commission Rules (R14-2403.B) - Months off system times the minimum (R14-2403.D) - 1.5% on the unpaid balance per month 
2.00% of Monthly Minimum for a Comparable Sized Meter Connection, 
but no less than $10.00 per month. The Service Charge for Fire Sprinklers 
is only applicable for service lines seperate and distinct from the primary 
water service line. 

$30.00 $30.00 
$40.00 NT 
$20.00 $20.00 
$30.00 NT 
$15.00 $15.00 
$12.00 $12.00 
$30.00 $30.00 

1.5% m 

.If * 
-1 1.5% 

cost cost 
NIT $35.00 

.- .... ..*. - - 
$0.00 
0.00 
0.00 
0.00 
0.00 

Meter 
ns;?, 1 
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TYPICAL ”- BILL ANALYSIS “ I  . ”  

General Service 314 - Inch Meter 

MJR-23 

Average Number of Customers: 1,291 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 4,169 $24.42 $29.54 $5.11 20.92% 

Median Usage 3,088 $19.78 $23.86 $4.08 20.65% 

Present & Proposed Rates (Without Taxes) 
General Service 3/4 - Inch Meter 

Gallons 
Consumption 

0 
1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
15,000 
20,000 
25,000 
50,000 
75,000 

100,000 
125,000 
150,000 
175,000 
200,000 

Present 
Rates 

$11.00 
13.80 
16.60 
19.40 
23.70 
28.00 
32.30 
36.60 
40.90 
45.90 
50.90 
75.90 

100.90 
125.90 
250.90 
375.90 
500.90 
625.90 
750.90 
875.90 

1,000.90 

Company 
Proposed 

Rates 

$13.50 
16.80 
20.10 
23.40 
28.65 
33.90 
39.15 
44.40 
49.65 
55.65 
61.65 
91.65 

121.65 
151.65 
301.65 
451.65 
601.65 
751.65 
901.65 

1,051.65 
1,201.65 

YO 

Increase 

22.73% 
21.74% 
21.08% 
20.62% 
20.89% 
21.07% 
21.21 % 
21.31 % 
21.39% 
21.24% 
21.12% 
20.75% 
20.56% 
20.45% 
20.23% 
20.1 5% 
20.11% 
20.09% 
20.08% 
20.07% 
20.06% 

YO 

Increase 

0.00% 
0.00% 
0.00% 
0.00% 
0.84% 
I .43% 
1.86% 
2.19% 
2.44% 
3.05% 
3.54% 
5.01% 
5.75% 
6.20% 
7.09% 
7.40% 
7.55% 
7.64% 
7.70% 
7.74% 
7.77% 
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I ,  

EXECUTIVE SUMMARY 
CORDES LAKES WATER COMPANY 

DOCKET NO. W-0206OA-12-0356 

The Surrebuttal Testimony of Staff witness Mary J. Rimback addresses the issues of rate 
base, operating income, ravenue requirement, and rate design for Cordes Lakes Water Company 
(“Cordes Lakes” or “Company”). 

The Company’s Rebuttal Testimony requests an increase in revenue of $50,372 (11.95 
percent) increase over test year revenue of $420,536. The total annual revenue of $470,807 
produces operating income of $23,508 for a 10.55 percent rate of return on fair value rate base 
(“FVR13y7) which is also its original cost rate basis (“OCRB”) of $222,825. The Company’s 
Rebuttal Testimony withdrawals the request for surcharges made in its original rate application. 

The Utilities Division (“Staff”) recommends total operating revenue of $44 1,8 10, a $2 1,274 
(5.06 percent) increase over the $420,536 Staff-adjusted test year revenue, to provide a $13,069 
operating income and a 9.0 percent rate of return on the $145,210 Staff-adjusted FVRB and 
OCRB. Staffs Surrebuttal revenue requirement represents a $13,072 increase from its Direct 
Testimony. Staff recommended rates would increase the typical 5/8 x %-inch meter residential 
water bill with median usage of $3,088 by $0.49 (2.48 percent) from $19.78 to $20.27. 
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I. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

11. 

Q. 
A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is Mary J. Rimback; I am a Public Utilities Analyst Arizona Corporation 

Commission (“ACC” or “Commission”) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Are you the same Mary J. Rimback who previously submitted Direct Testimony in 

this case? 

Yes, I am. 

How is your testimony organized? 

My testimony is presented in four sections. Section I is this introduction. Section I1 

provides the purpose of the testimony. Section III is a summary of recommendations. 

Section IV presents Staffs response to the Rebuttal Testimony of Mr. Matthew Rowell. 

PURPOSE OF SURREBUTTAL TESTIMONY 

What is the purpose of your Surrebuttal Testimony in this proceeding? 

The purpose of my Surrebuttal Testimony in this proceeding is to respond to the Rebuttal 

Testimony of Cordes Lakes Water Company (“Cordes Lakes” or “Company”) witness Mr. 

Matthew Rowell and to present Stafr s Surrebuttal position regarding rate base, operating 

income, revenue requirement and rate design issues. 
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Q* 

A. 

Q. 
A. 

Do you attempt to address every issue raised by the Company in its Rebuttal 

Testimony? 

No, my silence on any particular issue raised in the Company’s Rebuttal Testimony does 

not indicate that Staff agrees with the Company’s rebuttal position on that issue. I rely on 

my Direct Testimony unless modified by this Surrebuttal Testimony. 

What issues will you address? 

My Surrebuttal Testimony addresses the following issues presented in Rebuttal Testimony 

of Mr. Rowell: 

m. 
Q. 
A. 

Real property included in rate base 

Bad debt expense 

Staffs plant disallowance 

Rate Case Expense 

Post Test Year Plant 

Accounting Expenses 

Purchased Power Expenses 

Revenue Requirement and Rate Design 

S W Y  OF RECOMMENDATIONS 

What Rebuttal revenue requirement is the Company proposing? 

The Company’s Rebuttal Testimony is requesting total operating revenue of $470,807, a 

$50,271 or an 11.95 percent increase over test year revenue of $420,536, to provide a 

$23,508 operating income and a 10.55 percent rate of return on a proposed $222,825 fair 
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value rate base (L‘FVTIB”) which is also the Company-proposed original cost rate base 

(,‘0CRBY’). 

Q. 
A. 

N. 

Please provide a summary of Staff‘s Surrebuttal recommendations. 

The Staffs Surrebuttal revenue requirement of $441,810 represents an increase of $21,274 

or 5.06 percent over test year revenue of $420,536 to provide a $13,069 operating income 

and a 9.00 percent rate of return on a proposed $145,210 fair value rate base (“FVlU3”). 

Staffs Surrebuttal revenue requirement represents a $13,072 increase fiom its Direct 

Testimony. Staffs recommended rates would increase the typical 5/8 x 3/4-inch meter 

residential water bill with median usage of 3,088 gallons by $0.49 (2.48 percent), from 

$19.78 to $20.27. 

RESPONSE TO REBUTTAL TESTIMONY OF MATTHEW ROWELL 

CUC Balance and Accumulated Amortization of CIAC 

Q- 

A. 

What is the Company proposing for CIAC and Accumulated Amortization of CIAC 

in its Rebuttal? 

The Company’s Rebuttal proposes $92,754 for CIAC and $53,720 for Accumulated 

Amortization of CIAC resulting in a $39,034 Net CIAC balance. The Company presents 

Schedule 1 that list CIAC and CIAC amortizations for the period beginning in 1999 and 

continuing through to December 31, 2012. The Company provided no support for the 

amounts presented in Schedule 1. The Company also asserts that Staff misinterpreted 

Decision No. 54526 and that the CIAC that Decision directed not to be amortized refers to 

additional advances to be converted to CIAC that are not included in Staff $76,247 CIAC 

balance. Further the Company claims that these additional CIAC amounts pertain to the 

Verde Village System that the City of Cottonwood condemned and that the CIAC 
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associated with the Verde Village System would have been conveyed with the 

condemnation. 

Q. 

A. 

Q. 

A. 

What is Staffs response to the Company’s assertions regarding CIAC and 

Accumulated Amortization of CIAC? 

First, it appears that Staff and the Company agree that the CIAC related to the Verde 

Village System should not be included in rate base. Second, whether the CIAC balance 

should reflect amortization is determined by the Commission Orders. Staff has further 

reviewed Decision Nos. 54526 and 701701 for the Company’s prior two rate cases and 

concluded that Decision No. 54526 did not authorize amortization of CIAC; however, 

Decision No. 70170 did authorize amortization of CIAC. The latter authorization is 

inferred by the adoption of Staffs recommendations which included Staffs depreciation 

expenses. Staff Surrebuttal Schedule GTM-18 in that case shows that Staff deducted sun 

amount for the amortization of CIAC in its calculation of depreciation expense, Thus, 

amortization of the $76,247 CIAC balance should have begun on the effective date of 

rates in the prior rate case, but not before that date. Staffs Surrebuttal reflects the 

accumulation of amortization from March 2008 through the end of the test year. 

How did Staff calculate depreciation expense in Surrebuttal Schedule GTM-18 in the 

prior rate case? 

Schedule GTM-18 shows that Staff recommended $25,137 for depreciation expense. The 

recommended depreciation expense represents a gross (prior to CLAC amortization) 

depreciation of $30,063 reduced by $4,926 for the amortization of CIAC. The 

amortization of CLAC is calculated using a composite rate of depreciation expense. The 

’ Docket N0.W-02060A-07-0256 (February 28,2008). 
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composite rate is the depreciation expense for the test year divided by the amount of 

depreciable plant in the test year. 

Q. 

A. 

What adjustment does Staff recommend for CIAC and Accumulated Amortization 

of CIAC? 

Staff recommends the CIAC balance adopted in Decision No. 70170 of $76,247 and an 

accumulated amortization of CIAC balance adjusted upward from $0 in Direct Testimony 

to $18,710. The accumulated amortization balance is based on the composite rate of 

depreciation expense for each annual period from March 1, 2008, through the end of the 

test year December 31, 2011, as shown in Surrebuttal Schedule MJR-9. Amortization of 

CIAC in the test year of $3,514 is deducted fi-om depreciation expense as shown in 

Surrebuttal Schedule MJR- 16. 

Real Property included in Rate Base 

Q. 

A. 

Did the Company’s Rebuttal Testimony propose to revise from its original 

application the amount of real property it is proposing to include in rate base? 

Yes. The Company’s original filing proposed including $35,665 for Land and Land 

Rights. Staff removed this amount entirely because the investment pertains to a parcel of 

land that is not used and useful, and the Company’s Rebuttal position agrees with Staffs 

determination for that parcel. However, in Rebuttal the Company claims that its books 

cany a balance of $85,599 for land, and therefore is requesting to include the $49,934 

($85,599 - $35,665) balance in rate base. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

What support did the Company provide for its revised land request? 

The Company’s only support is Schedule 3 attached to the Rebuttal Testimony of 

Company witness Mr. Matthew Rowel1 and a statement that this is a reasonable amount 

considering that its wells and booster pumps are positioned on land. 

Does Staff consider the Company’s support for its land request adequate? 

No. The Company should provide support showing the owner’s name, date(s), transaction 

values, locations and dimensions of the claimed land along with an explanation of the 

plant located on each parcel. Also if this land is for utility use, the Company should 

explain why its Schedule 3 shows five sales transactions reducing the land account 

balance. 

What does Staff recommend? 

Staff continues to recommend disallowance of all amounts the Company requests for 

including land in rate base 

Bad Debt Expense 

Q. 

A. 

Q. 
A. 

Did the Company’s Rebuttal Testimony introduce a new request for bad debt 

expense? 

Yes, the Company in its Rebuttal Testimony is requesting $4,049 for bad debt expense - 

all of which it recorded in October of 201 1. 

What are Staffs comments regarding bad debt expense? 

Bad debt expense typically vanes significantly from year to year for various reasons 

including the variances in the consistency used by the Company to write-off receivables. 

Thus, it is appropriate to review a multi-year history of bad debts to determine whether a 
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normalized amount is more representative of the likely on-going amount versus the actual 

test year amount. In response to Staff data request MJR 2-1, the Company provided 

support to the following write-offs by year: 2007, $43; 2008, $1,488; 2009, $4,079 and 

2010, $2,048 which Staff calculated as approximately 0.46 percent of revenue. 

Accordingly, Staff concludes that normalizing bad debt expense at 0.46 percent of 

revenues is appropriate. 

Q. 

A. 

What does Staff recommend for bad debts expense? 

Staff recommends $1,934 for test year bad debt expense, as shown in Surrebuttal Schedule 

MJR-24 and recognition of a 0.46 percent bad debt rate in the gross revenue conversion 

factor, as shown in Surrebuttal Schedule MJR-2. 

Plant Disallowance 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Did Staff request the Company to provide support for all plant additions since the 

end of the test year (December 31,2006) in the prior rate case? 

Yes, Staff requested invoices to support all amounts added to plant since test year 2006. 

Did the Company provide invoices to verify all of its plant additions from 2006 

through the test year? 

Not completely, the Company provided invoices for $97,600 of the $100,635 plant 

additions in its application, a shortfall of $3,035. 

Did Staffs recommended $11,818 disallowance its Direct Testimony include this 

$3,035 shortfall? 

Yes. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Does Exhibit 4 in the Company s Rebuttal Testimony represent the invoice for the 

$3,035 shortfall as it claims? 

No. Exhibit 4 attached to the Company’s Rebuttal Testimony is a copy of an invoice 

amounting to $20,299. Handwritten on the invoice are the amounts: CLWC $6,766 and 

BWC $13,533 indicating that $6,766 pertains to Cordes Lakes and $13,533 pertains to 

Berneil Water Company (Cordes Lakes and Berneil Water Company (“BWC”) have 

common ownership). Neither of these amounts account for the $3,035 of missing invoices 

for the claimed plant. The $6,766.67 charge to Cordes Lakes is not the missing $3,035, 

and while Schedule 2 of the Company’s Rebuttal Testimony labels the amount of $13,533 

for Invoice No. S1016897 as a missing amount, as noted above, the handwriting on the 

invoice (Rebuttal Exhibit 4) indicates that the $13,533 amount is for BWC, not Cordes 

Lakes. 

Does the Company have a written capitalization policy? 

No. Staff asked the Company whether it had a written capitalization policy, and it replied 

that it did not have a written capitalization policy. In response to Staff Data Request 

MJR1-10, the Company gave the following explanation of its expense versus capitalized 

method: 

Almost all purchases are expensed or are considered section 179 property 
for tax purposes. The decision is based upon how long the items are 
expected to last. There is no written policy. During the test year a 
replacement pump was expensed for $5,200. 

How did Staff interpret the Company statement regarding capitalization versus 

expensing costs? 

The Company’s response indicates to Staff that its dollar capitalization threshold is greater 

than $5,200. However, absence of a written policy increases the potential for inconsistent 
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Q. 

A. 

Q. 
A. 

application of the Company’s capitalization policy. The statement also implies that the 

Company utilizes tax accounting versus the Commission authorized National Association 

of Regulatory Utility Commissioners (‘WARUC”) Uniform System of Accounts 

(‘‘U SON’). 

Is the Company’s proposed capitalization as shown in Exhibit 5 of its Rebuttal 

Testimony consistent with the explanation it provided Staff of its capitalization 

policy? 

No. The Company’s explanation of its capitalization policy indicates that it expenses 

instead of capitalizing amounts of $5,200 or less. Exhibit 5 shows the Company 

capitalizing the much lower amount of $865. The Company apparently does not 

consistently apply a capitalization policy, and its proposed capitalization of the costs as 

shown on Schedule 2 of its Rebuttal Testimony is not supported by its policy. 

What does Staff recommend regarding plant additions since the prior rate case? 

Staff continues to recommend the $1 1,818 disallowance of plant that it recommended in 

Direct Testimony. Staff also recommends that the Company adopt a written capitalization 

policy. 

Rate Case Expense 

Q.  Did the Company newly propose an amount for rate case expense in its Rebuttal 

Testimony? 

Yes, the Company proposed to amortize $18,000 of rate case expense over three years, 

i.e., $6,000 per year. 

A. 
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Q. What does Staff recommend? 

A. Staff recommends approval of the Company’s request to include $6,000 for annual rate 

case expense as an amortization of $18,000 over three years, as shown in Surrebuttal 

Schedule MJR-22. Staff also recommends that the Order specify that no rate case expense 

from this case is to be included in rates in any future rate case. 

Post Test Year Plant 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Did the Company’s Rebuttal Testimony increase plant, accumulated depreciation 

and depreciation expense by amounts attributed to post-test year plant? 

Yes, the Company proposes to include in rate base post-test year plant in the amount of 

$16,324 ($7,680 for 2013 and $8,643 for 2012) and to increase accumulated depreciation 

by $2,641 and to increase depreciation expense by $1,560. 

Did the Company provide support for any of its requested post-test year plant? 

No. The Company needs to provide documentation of its proposed post-test year plant 

improvements for them to be considered in rates. 

What is Staffs recommendation? 

Staff recommends not including the Company’s proposed post-test year amounts in the 

rate base or expenses without adequate documentation. 

Accounting Expenses 

Q. Does the Company request in its Rebuttal Testimony an increase operating expense 

for outside accounting services? 

Yes, the Company requests to increase by $6,340, from $3,660 to $10,000 its outside 

accounting services expense. 

A. 
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Q. 

A. 

What is Staff‘s recommendation as to the outside accounting services? 

Staff recommends approval of the revised accounting services expense to $10,000 subject 

to the Company submitting documentation of entering a contract for accounting services 

prior to the date of the hearing in this rate proceeding, as shown in Surrebuttal Schedule 

MJR-23. 

Purchased Power Expenses 

Q. 

A. 

Q. 

A. 

Did the Company’s Rebuttal Testimony request a pro forma adjustment to increase 

purchased power expense? 

Yes, the Company requests a pro forma $917 increase in purchased power expense due to 

changes in the charges the Commission authorized in its power provider (APS) in 

Decision No. 73 183. 

Did the Company provide any support for the amount of its pro form request in its 

Rebuttal Testimony? 

No. While Staff supports the concept of recognizing a pro forma adjustment for the 

change in the rates charged by the Company’s power provider, the Company has not 

provided calculations to support its $917 quantification of the impact on its purchased 

power costs. Absent this support, Staff does not recommend adoption of this pro forma 

request. 

Revenue Requirement and Rate Design 

Q. 

A. Yes. 

Did Staff update its rate design to reflect its Surrebuttal revenue requirement? 
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Q. 

A. 

Q. 
A. 

Does Staff have any comments regarding the Company's Rebuttal Testimony 

pertaining to the issue of rate design? 

Yes. The Company's primary concern with Staffs rate design is that it does not provide 

the level of revenue stability the Company desires. To support its position the Company 

notes that Staff assigned all of the revenue increase to the second and third commodity 

rate tiers and the recommended rate design generates 41 percent of the revenue fiom the 

monthly minimum charges and 59 percent from the commodity charges. 

Staffs assignment of the entire revenue increase to the commodity rates was a function of 

the relatively small revenue increase. Since Staff typically targets generating 30 percent 

to 40 percent of the revenue from the minimum monthly charge, the 41 percent result is 

consistent with providing adequate revenue stability. Since Staffs Surrebuttal rate design 

generates more revenue than its direct rate design, Staff is now recommending increases to 

the monthly minimum charges for some meter sizes. In addition, Staffs Surrebuttal rate 

design reduces the break-over points to provide additional revenue stability. Staff's 

Surrebuttal rate design generates 41.6 percent of the revenue from the minimum monthly 

charges and 58.4 percent fiom the commodity rates. Staffs recommended rates are shown 

in Schedule MJR-24 and the typical bill analysis for %-inch meter customers is shown in 

Schedule MJR-25. 

Does this conclude your testimony? 

Yes, it does. 
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REVENUE REQUIREMENT 

LINE 
NO. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

1 

I 2 

3 
I 
~ 4 

5 

6 

7 

DESCRIPTION 

Adjusted Rate Base 

Adjusted Operating Income (Loss)' 

Current Rate of Return (L2 / L1)' 

Required Rate of Return 

Required Operating Income (L4 * Ll)314 

Operating Income Deficiency (L5 - L.z)~ 

Gross Revenue Conversion Factor 

Required Revenue Increase (L7 * L6)b 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L8 + L9)7 

Required Increase in Revenue (%) 

Surrebuttal MJR-1 

(4 (5) 
COMPANY STAFF 
ORIGINAL OR1 GI NAL 

COST COST 

$ 496,789 $ 145,210 

$ (17,373) $ (3,363) 

0.00% -2.32% 

8.00% 9.00% 

$ 37,000 $ 13,069 

. $  68,000 $ 16,432 

None 1.2946 

77,000 $ 

$ 403,993 $ 420,536 

$ 498,366 $ 441,810 

19.06% 5.06% 

References: 
Column (A): Company Schedule B-I Rate Base, Revised E-2 (9/24/2012) Income Statement 
Column (B): Staff Schedule MJR-3 & MJR-11 

The Company's application (Schedule A-I) uses  Net Income as Operating Income. 
The Company's rate of return, as filed, is not a mathematical product of Operating Income 
divided by rate bast. 

Rate base ($496,789) times ROR (8.0%) equals $39,743. 
The Company requests a $30,000 water loss repair surcharge and a $10,000 meter replacement 
surcharge. 
The Company's amount is not mathematically correct. 
The Company's amount is the total of Required Operating Income and both surcharges ($37,000 + 
$30,000 + $10,000). However, the Company's request for a $30,000 water loss surcharge 
only extends for two years and the $1 0,000 meter replacement surcharge only extends for three years. 
Company's amount represents test year revenue ($403,993) plus adusted operating loss 
($17,373) plus required operating income ($37,000) plus annual water loss surcharge ($30,000) 
pluse annual meter replacement surcharge ($1 0,000). 
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GROSS REVENUE CONVERSION FACTOR 

Surrebuttal MJR-2 

LINE 
- NO DESCRIPTION 

Calculatm of Gross Revenue Conversm Facfor 
1 Revenue 
2 Uncollewble Factor (Lme 11) 
3 Revenues (L1 - L2) 
4 
5 Subtotal (L3 - L4) 
6 

Combined Federal and State Tax Rate (Line 17) + Property Tax Factor (Line 22) 

Revenue Conversion Factor (L1 I L5) 

Calculation bf UncoNectlble Factor 

Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 

UnwlledJble Factor (L9 * L10) 

Calculation of Effecbve Tax Rate 
12 OperaQng Income Before Taxes (Aruona Taxable Income) 
13 Anzona State lnwme Tax Rate 
14 Federal Taxable lnwme (L12 ~ L13) 
15 Applicable Federal lnwme Tax Rate (Line 53) 
16 Effectwe Federal Income Tax Rate (L14 x L15) 
17 Combined Federal and State Income Tax Rate (L13 +L16) 

Calculation of EffeCfNe Prooertv Tax Factor 
18 Unrty 
19 Combined Federal and State Tax Rate (Line 17) 
20 One Minus Combined lnwme Tax Rate (L18 ~ L19) 
21 Property Tax Factor (MJR-17. L24) 
22 Effechve Property Tax Factor (L 21 * L 22) 
23 Combined Federal and State Tax and Property Tax Rate (L17+L22) 

7 Unity 
8 
9 
10 Uncolledble Rate 
11 

24 Required Operating lnwme (Schedule MJR-1, Line 5) 
25 AdjustedTest Year Operating Income (Loss) (Schedule MJR-11. Line 40) 
26 Required Increase in Operating Income (L24 - L25) 

27 Income Taxes on Recommended Revenue (Col. (D), L52) 
28 lnwme Taxes on Test Year Revenue (Col. (B). L52) 
29 Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

30 Recommended Revenue Requirement (Schedule MJR-1, Line 10) 
31 Uncollectible Rate (Line 10) 
32 Unwllectible Expense on Recommended Revenue (L24 * L25) 
33 Adjusted Test Year Uncollectible Expense 
34 Required Increase in Revenue to Provide for Unwllectible Exp. (L32 - L33) 

35 Property Tax with Recommended Revenue (MJR-17, L19) 
36 Property Tax on Test Year Revenue (MJR-17, L 16) 
37 lncreasee in Property Tax Due to Increase in Revenue (MJR-17. L22) 

38 Total Required Increase in Revenue (L26 + L29 + L34+L37) 

Calculabon of lncome Tax 

39 Revenue (Schedule MJR-11, Col (C). Lme 5 8 Sch MJR-1, Col (B). Line 10) 
40 OperaQng Expenses Excluding l n m e  Taxes 
41 Synchronized Interest (L47) 
42 ANona Taxable Income (L36 - L317- L38) 
43 Anzona State Income Tax Rate 
44 Anzona Income Tax (L39 x L40) 
45 Federal Taxable Income (L42- L43) 
46 Federal Tax on First Income Bracket ($1 - $50,000) Q 15% 
47 Federal Tax on Sewnd lnwme Bracket ($50,001 - $75.000) Q 25% 
48 Federal Tax on Third lnwme Bracket ($75,001 - $100,000) Q 34% 
49 Federal Tax on Fourth Income Bracket ($100,001 - $335,000) Q 39% 
50 FederalTax on Fifth lnwme Bracket ($335,001 -$lO,OOO,OOO) Q 34% 
51 Total Federal Income Tax 
52 Combined Federal and State lnwme Tax (L44 + L51) 

100.0000% 
0.3638% 

99.6362% 
22.3951% 
77.2412% 
1.294647 

100.0000% 
20.9228% 
79.0772% 
0.4600% 
0.3638% 

100.0000% 
6.9680% 

93.0320% 
15.0000% 
13.9548% 
20.9228% 

100.0000% 
20.9228% 
79.0772% 

1.8618% 
1.4723% 

22.3951% 

$ 13,069 
$ (3.363) 

$ 16,432 

$ 441 .81 0 
0.4600% 

$ 2,032 
$ 1,934 

$ 98 

$ 23,825 
$ 23,429 

$ 396 

$ 21,274 

STAFF 
Recommended Test Year 

$ 420,536 $ 21,274 $ 441,810 
$ 424,789 $ 425,283 
$ 

$ (4.253) 
6.9680% 6.9680% 

$ (296) $ 1,152 

$ 
$ 16,527 

53 Applicable Federal lnwme Tax Rate [Cor. (D). L51 - Col. (B). L51]/ [Col. (C), L45 - Col. (A), L45] 

$ 15,375 
$ 2.306 
$ 

$ 
$ 
$ 

. -  

Calculation of Interest Svnchmniwbn: 
54 Rate Base (Schedule MJR-3, Col. (C), Line 17) 
55 Weighted Average Cost of Debt 
56 Synchronized Interest (L54 X L56) 

$ 145.210 
0.001 

$ 

$ (593) $ 2,306 
$ (890) $ 3,458 

15.0000% 
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RATE BASE - ORIGINAL COST 

LINE 
- NO. 

1 Plant in Service 
2 Less: Accumulated Depreciation 
3 Net Plant in Service 

LESS: 

Contributions in Aid of Construction (CIAC) 4 
5 Less; Accumulated Amortization 
6 Net CIAC 

7 

8 Customer Deposits 

9 Deterred Income Tax Liabilites 

Advances in Aid of Construction (AIAC) 

ADD: 
-10 Unamortized Finance Charges 

I 1  Deferred Tax Assets 

12 Working Capital 

17 Original Cost Rate Base 

References: 
Column (A), Company Schedule B-1, 
Column (B): Schedule MJR-4 
Column (C): Column (A) Column (B) 

(A) 
COMPANY 

AS 
FILED 

$ 601,634 

Surrebuttal MJR-3 

(B) (C) 
STAFF 

AS STAFF 
ADJUSTMENTS REF ADJUSTED 

$ 535,389 $ 1.737.023 . .--- 
894,996 

$ 461,922 $ (219,895) $ 242,027 
139,712 755,284 

$ $ 76,247 $ 76,247 
18,710 18,710 
57,537 57,537 

21,110 

18,170 

74.147 

$ 496,789 

(74,147) 

$ (351,579) 

21,110 

18,170 

$ 145,210 
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RATE BASE ADJUSTMENT #I - REMOVE NON-USED AND USEFUL LAND 
~ 

Line 
- No. DESCRIPTION 

1 Land 

References: 
Col [A]: Company Schedeule B-1 

Col [C]: MJR Testimony 
COI [B]: COI [C] - COI [A] 

Surrebuttal MJR - 5 

COMPANY [AI STAFF P I  STAFF IC1 

PROPOSED ADJUSTMENTS RECOMMENDED 

$ 35,665 $ (35,665) $ 
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RATE BASE ADJUSTMENT #2 REINSTATE USED AND USEFULL PLANT 

LINE ACCT 
NO. - NO. - 

1 31 1 
2 33 1 
3 333 
4 347 

5 

Surrebuttal MJR-6 

[AI PI [CI 
COMPANY Decision No. 

2006 Balance 70170 
AS STAFF STAFF 

DESCRIPTION FILED ADJUSTMENTS RECOMMENDED 
Pumping Equipment $ 10,558 $ - $  10,558 
Transmission i3 Distribution Mains 9,444 562,940 572,384 
Services 19,350 19,350 
Miscellaneous Equipment 582 582 

Totals $ 20,002 $ 582,872 $ 602,874 

[A]: Company Schedule E-5 and Detail 11/8/2012 

[C]:MJR Testimony 
[B]: COI [C] - COI [A] 
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RATE BASE ADJUSTMENT #3 NET PLANT ADDITIONS 

I 
~ 

LINE ACCT 
- NO. - NO. DESCRIPTION 

1 331 Transmission & Distribution Mains 
2 334 Meters & Meter Installation 
3 339 Other Plant & Misc. Equipment 
4 340 Office Furniture & Equipment 

5 Totals 

[A]: Company Schedule E-5 and Detail provided 11/8/2012 

[C]:MJR Testimony 
[B]: COI [C] - COI [A] 

Surrebuttal MJR-7 

IAI IBI [Cl 
COMPANY 
Additions STAFF STAFF 
11/8/2012 ADJUSTMENTS RECOMMENDED 

35,253 (1 6,025) 19,228 
5,166 1,235 6,401 
2,537 (926) 1,611 

$ 5,655 !$ 3,898 $ 9,553 

$ 48,611 $ (11,818) $ 36,793 
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RATE BASE ADJUSTMENT #4 - ACCUMULATED DEPRECI, TI01 

Surrebuttal MJR-8 

[AI PI [Cl 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

755,284 $ 894,996 1 Accumulated Depreciation $ 139,712 $ 

References: 
Col [A]: Company Schedule B-I 

Col [C]: MJR Testimony, 
COI [B]: COI [C] - COI [A] 
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Surrebuttal MJR-9 

FATE BASE ADJUSTMENT #5 - CIAC AND ACCUMULATED AMORTIZATION OF ClAC 

LINE 
__ NO. DESCRIPTION 

1 Contributions in aid of construction 

COMPANY [AI STAFF [SI STAFF IC1 

PROPOSED ADJUSTMENTS RECOMMENDED 
$ - $  76,247 $ 76,247 

18,710 $ 18,710 2 Accumulated Amortization of ClAC $ - $  

References: 
Col [A]: Company Schedeule B-1 

Col [C]: Decision 701 70 
COI [B]: COI [C] - COI [A] 
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Surrebuttal MJR-IO 

RATE BASE ADJUSTMENT #ti -WORKING CAPITAL ALLOWANCE 

[AI IBI GI 
LINE COMPANY STAFF I STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED - 
I Working Capital Allowance $ 74,147 $ (74,147) $ 

References: 
Col [A]: Company Schedeule B-I 

Col [C]: MJR Testimony 
COI [B]: COl [C] - COl [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME STATEMENT *ADJUSTED TEST YEAR AND STAFF RECOMMENDED 

LINE 
- NO. DESCRIPTION 

1 REVENUES: 
2 Metered Water Sales 
3 Received for Contract Labor 
4 Miscellaneous Revenue 
5 Total Operating Revenues 

6 
7 
10 
11 
13 
14 
15 
16 
-17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

OPERATING EXPENSES: 
Payroll 
Contract Labor 
Emplloyee Benefits 
Purchased Power 
Repairs and Maintenance 
Office Supplies and Expense 
Outside Sevices - Accounting 
Outside Sevices - Billing Services 
Outside Sevices - Computer Programming 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Rate Case Expense 
Regulatofhpense 
Misc Expense - Permits 
Misc Expenese - Travel 
Misc. Expenses - Utilities except Electricity 
Misc. Expenses - Bank Charges 
Misc. Expenses - Payroll Services 
Depreciation Expense 
Payroll Taxes 
Taxes other than Income (Sales Tax) 
Property Taxes 
Income Tax 

interest Income 
interest Expense 

Total Operating Expenses 
Operating Income (Loss) 

IAI 
COMPANY 
ADJUSTED 
TEST YEAR 
AS FILED 

$ 403,353 
167,692 

640 
$ 571,685 

$ 309,095 
10,312 
29,422 
31,723 
12,650 
14,491 
3,660 

24,118 
3,511 
1,806 

28.150 
8,995 

33,033 
14.936 

2,000 

3,391 
1,304 

859 
37,195 

175 

References: 
Column (A): Company Revised Schedule E-2, 11/8/2012 
Column (8): Schedule Surrebuttal MJR-12 
Column (C): Column (A) + Column (B) 
Column (D): Surrebuttal Schedules MJR-1 and MJR-2 

18,187 
45 

$ 589,058 
$ (17,373) 

[BI 

STAFF 
TEST YEAR 

ADJUSTMENTS 

$ 9,093 
(1 67,892) 

7,450 
$ (151,149) 

$ (167,692) 

1,012 

6,340 

4,052 

6,000 

1,934 

(22,182) 

5,242 
(935) 

1,050 

$ (165,159) 
$ 14,010 

[Cl 
STAFF 

TEST YEAR 
AS 

ADJUSTED 

$ 412,446 

8,090 
$ 420,536 

$ 141,403 
10,312 
29,422 
31,723 
13,662 
14,491 

24,118 
3,511 
5,858 

28,150 
8,995 

33,033 
14,936 
6,000 

2,000 

3,391 
3,238 

859 
15,033 

175 

10,000 

23,429 
(890) 

1,050 

$ 423,899 
$ '(3.363) 

[Dl 

STAFF 
PROPOSED 
CHANGES 

$, 21,274 

$ 21,274 

98 

396 
4,348 

$ 4,842 
$ 16,432 

Surrebuttal MJR-11 

[El 

STAFF 
RECOMMENDED 

$ 433372Q 

8,090 
8 441,810 

$ 141,403 
10,312 
29,422 
31,723 
13,662 
14,491 
10,000 
24,118 
331 1 
5,858 

28,150 
8,995 

33,033 
14,936 
6,000 

2,000 

3,391 
3,336 

859 
15,033 

175 

23,825 
3,458 

1,050 

$ 428,741 
8 13,069 

Column (E): Column (C) + Column (D) 





CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

Surrebuttal MJR-13 

OPERATING INCOME ADJUSTMENT #I - REMOVE NON-UTILITY REVENUES AND EXPENSES FOR CONTRACT LABOR 

LINE 
NO. 

1 
2 
3 

DESCRIPTION 

Contract Labor Revenue 
Payroll 

Operating Income Affect 

References: 
Col [AI: Company Schedeule E-2 

Col [C]: MJR Testimony 
COI [B]: COI IC] - COI [A] 

[CI [AI [Bl 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #2 - NORMALIZATION OF REPAIRS 8 MAINTENANCE EXPENSES 

LINE 
NO. 

1 

6 

DESCRIPTION 

Reoairs & Maintenance 

Repairs & Maintenance - Company’s Test Year: 201 I 
Repairs & Maintenance - 2010 Annual Stmt 
Repairs & Maintenance - 2009 Annual Stmt 
Repairs & Maintenance expenses, past three years 

Average Repair & Maintenance expense (line 5/3) 

References: 
Cot [A]: Company Schedeule C-1 

Col IC]: Normalized Repairs & Maintenance Expense Col [C] L6. 
COI [B]: COl [C] - COl [A] 

Surrebuttal MJR-14 

[AI P I  IC1 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 12,650 $ 1,012 $ 13,662 

$ 12,650 
17,221 

. 11,116 
$ 40,987 

$ 13,662 



I 

CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31 I 201 1 

Surrebuttal MJR-15 

OPERATING INCOME ADJUSTMENT #3 - METERED REVENUE 

[AI IBI [CI 
LINE COMPANY STAFF STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

412,446 1 Metered Revenue $ 403,353 ' $ 9,093 $ 

References: 
Col [A]: Company Schedule E-2 Revised 9/24/2012 

Col [C]: MJR Testimony 
COI [B]: COI [C] - COI [A] 

Bill Count Revenue 
3/4 inch Meter $ 404,597 
1 inch Meter 
2 inch Meter 
Subtotal 

2.397 
5,452 

$ 412,446 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,2011 

OPERATING INCOME ADJUSTMENT #4 - DEPRECIATION EXPENSE 

Surrebuttal MJR-I6 

Line ACCT 
No. NO. DESCRIPTION 

Plantln Service 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 

32 
33 
34 
35 

LINE 
- NO. 

36 

301 Organization 
302 Franchises 
303 Land and Land Rights 
304 Structures & Improvements 
305 Collecting & Impounding Reservoirs 
306 Lakes, Rivers, Other Intakes’ 
307 Wells and Springs 
308 Infiltration Galleries and Tunnels 
309 Supply Mains 
310 Power Generation Equipment 
31 1 -Pumping Equipment 
320 Water Treatment Plant 
330 Distribution Reservoirs & Standpipes 
331 Transmission & Distribution Mains 
333 Services 
334 Meters & Meter Installation 
335 Hydrants 
336 Backflow Prevention Devices 
339 
340 Office Furniture 8 Equipment 
341 Transportation Equipment 
342 Stores Equipment 
343 Tools, Ship & Garage Equipment 
344 Laboratory Equipment 
345 Power Operated Equipment 
346 Communication Equipment 
347 Miscellaneous Equipment 
348 Other Tangible Plant 

Other Plant & Misc. Equipment 

Subtotal General 
Less: Non- depreciable Account(s) (L3) 
Depreciable Plant (L29-L30) 

Contributions-in-Aid-of-Construction (CIAC) Per 
Decision No. 54526 11/28/1985) - Not Amortized 

[AI PI IC1 
Depreciable Projected 

AMOUNT Amount RATE EXPENSE 

$ - $  

6,657 4,400 

167,348 151,979 

26,588 

141,632 
581.937 
19,350 
54,817 

60,550 
6,101 
71,461 

16,030 

94,458 
19,442 

47.078 

60,550 
6,101 
2,412 

582 

$ 1,137,023 $ 402,450 

$ 1,137,023 $ 402,450 

Composite DepreciationIAmortization Rate 
Less: Amortition of CIAC (L32 x L33) 

Depreciation Expense - STAFF [Cor. (C), U 9  - L341 

DESCRIPTION 

Depreciation Expense 

9 76,247 
4.61% 

0.00% 
0.00% 
0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 
12.50% 
3.33% 
2.22% 
2.00% 
3.33% 

2.00% 
6.67% 
6.67% 
6.67% 
20.00% 
4.00% 
5.00% 
10.00% 
5.00% 
10.00% 
10.00% 
0.00% 

8.33% 

1.4 [Bl 
COMPANY STAFF 
PROPOSED ADJUSTMENT 

$ 

147 

5,061 

2,004 

2,097 
389 

3,922 

4,039 
407 
482 

$ 18.547 

$ 3,514 
$ 15,033 

[Cl 
STAFF 

RECOMMENDED 

$ 37,195 $ (22,162) $ 15,033 

References: 
Col [A]: MJR4 
Col [B]: Decision No. 70170 and updated Plant Schedules 
Col [C]: MJR Testimony 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

LINE 
NO. 

OPERATING INCOME ADJUSTMENT #5 - PROPERTY TAXES 

STAFF 
Property Tax Calculation AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Staff Adjusted Test Year Revenues - 201 1 $ 420,536 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Recommended Revenue, Per Schedule MJR-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio' 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate 

2 
841,073 
420,536 

1,261,609 
3 

420,536 
2 

841,073 

2,171 
838,902 

20.0% 
167,780 

13.9638% 

Staff Test Year Adjusted Property Tax (Line 14 * Line 15) $ 23,429 
Company Proposed Property Tax 18,187 

Staff Test Year Adjustment (Line 16-Line 17) 
Property Tax - Staff Recommended Revenue (Line 14 * Line 15) 
Staff Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar Increase in Revenue (Line22jLine 23) 

$ 5,242 

Surrebuttal MJR-17 

$ 420,536 
2 

$ 841,073 
$ 441,810 

1,282,882 
3 

427,627 
2 

855,255 

2,171 
$ 853,084 

20.0% 
$ 170,617 

13.9638% 
$ 

$ 23,825 
$ 23,429 
$ 396 

$ 396 
21,274 

1.861 840% 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #6 - TEST YEAR INCOME TAXES 

LINE 
NO. DESCRIPTION 

1 . Income Tax Expense 

References: 
Col [A]: Company Schedeule E-2 Revised 9/24/2012 

Col [C]: Schedule MJR-2, Line 43 
COI [B]: COl [C] - COI [A] . 

Surrebuttal MJR-18 

[AI P I  [CI 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 



i CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 I 
OPERATING INCOME ADJUSTMENT #7 WATER TESTING 1 

1 LINE ' 

NO. DESCRIPTION 
I 
I 

- 

I 1 Water Testing Expense 

Surrebuttal MJR-19 

[AI IBl P I  
STAFF STAFF COMPANY 

PROPOSED ADJUSTMENTS RECOMMENDED 

$ 1,806 $ 4,052 $ 5,858 

References: 
Col [A]: Company Schedule E-2 

Col [C]: Engineering Report 
Col [E]: Cot [C] - Coi [A] 



t 

CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #8 - NON-METERED REVENUE FEES 

LINE 

NO. ,. DESCRIPTION 

[AI P I  
COMPANY 

PROPOSED STAFF 
9/24/20 12 ADJUSTMENTS 

640 $ (640) 
$ 6,825 
$ 1,045 
$ 150 
$ 70 

1 Mise Income Net $ 
Establishment 
Reconnection 
After Hours Reconnection 

2 
3 
4 
5 Re-Establishment 

Surebuttal MJR-20 

STAFF 
RECOMMENDED 

$ 
. 6,825 

1,045 
150 
70 

Misc Income Net 
Establishment 
Reconnection 
After Hours Reconnection 
Re-Establishment 

COMPANY 
Revised 

811 7/20 12 
$ 

6,825 
1,045 

150 
70 

i-’ 

References: 
Col [A]: Company Schedeule A-2 (B) 

Col [C]: Schedule Column A plus Column B 
COI [B]: COI [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Surrebuttal MJR-51 

I 
OPERATING INCOME ADJUSTMENT #9 - INTEREST ON CUSTOMER DEPOSITS 

LINE 

- NO. DESCRIPTION 
COMPANY STAFF STAFF 

PROPOSED ADJUSTMENTS RECOMMENDED 

I Interest on Customer Deposits $ $ 1,050 $ 1,050 

References: 
Col [A]: Company Schedeule A-2 (B) 

Col [C]: MJR Testimony 
COI [B]: COI [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356- 
Test Year Ended December 31,201 1 

Surrebuttal MJR-22 

OPERATING INCOME ADJUSTMENT # I O  - RATE CASE EXPENSE 

LlNE 

- NO. 

1 

DESCRIPTION 

Rate Case Expense 

References: 
Col [A]: Company Schedule E-2 

Col [C]: MJR Surrebuttal Testimony 
COI [B]: COI [C] - COI [A] 

COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ $ 6,000 $ 6,000 



I 
I CORDES LAKES WATER COMPANY 
I Docket No. W-0206OA-12-0356 

i 
I Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT MI - OUTSIDE ACCOUNTING SERVICES 

LINE IAI P I  

Surrebuttal MJR-23 

IC1 

COMPANY STAFF STAFF 
DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 10,000 

- NO., 
$ 1 Outside Sevtces - Accounting $ 3,660 $ 6,340 

References: 
Col [A]: Company Schedule E-2 

Col IC]: MJR Surrebuttal Testimony 
COl [B]: COl [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-I 2-0356 
Test Year Ended December 31,201 1 

Surrebuttal MJR-24 

OPERATING INCOME ADJUSTMENT # I 2  - BAD DEBT EXPENSE 

LINE 

- NO. 

1 
2 
3 

DESCRIPTION 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

Mise. Expense - Bank Charges $ 1,304 $ -  $ 1,304 
Bad Debt Expense $ 1,934 1,934 
Total 5 1,304 $ 1,934 $ 3,238 

$ 43 Write-off in 2007 

1,488 Write-off in 2008 
4,079 Write-off in 2009 
2,048 Write-off in 201 0 

$ 7,658 
4.00 Years 

§I 1.914 
$ 420[536 Test Year Revenue 

0.46% Average write-off rate 

References: 
Col [A]: Company Schedule E-2 

Col [C]: MJR Surrebuttal Testimony 
COI [B]: COI [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,2011 

~ RATEDESIGN 

Monthly Usage Charge 
518 x 314" Meter 

314" Meter 
1 Meter 

1x" Meter 
2" Meter 
3 Meter 
4" Meter 
6 Meter 
8" Meter 

10" Meter 
12" Meter 

Gallons Included in Minimum 

Commodity Rate Charqe 

1 4 "  Meter 
Company 
Tier 1 
Tier 2 
Tier 3 Over 8,000 gallons 
Staff 
Tier 1 
Tier 2 
Tier 3 Over 8,000 gallons 

1 " Meter 
Company 
Tier 1 
Tier 2 Over 18,000 gallons 
Staff 
Tier 1 
Tier 2 Over 10,000 gallons 

1 x" Meter 
Company 
Tier 1 
Tier 2 Over 43,500 gallons 
Staff 
Tier 1 
Tier 2 Over 17,000 gallons 

2" Meter 
Company 
Tier 1 
Tier 2 
Staff 
Tier 1 
Tier 2 

3" Meter 
Company 
Tier 1 
Tier 2 Over 160,000 gallons 
Staff 
Tier 1 
Tier 2 Over 50,000 gallons 

4" Meter 
Company 
Tier 1 
Tier 2 Over 290,000 gallons 
Staff 
Tier 1 
Tier 2 Over 75,000 gallons 

6" Meter 
Company 
Tier 1 
Tier 2 Over 530,000 gallons 
Staff 
Tier T 
Tier 2 Over 150,000 gallons 

From 0 to 3,000 gallons 
From 3,001 to 8 000 gallons 

From 0 to 3.000 gallons 
From 3,001 to 8,000 gallons 

From 0 to 18,000 gallons 

From 0 to 10,000 gallons 

From 0 to 43,500 gallons 

From 0 to 17 000 gallons 

From 0 to 75,000 gallons 
Over 75 000 gallons 

From 0 to 26,000 gallons 
Over 26 000 gallons 

From 0 to 160,000 gallons 

From 0 to 50,000 gallons 

From 0 to 290,000 gallons 

From 0 to 75,000 gallons 

From 0 to 530,000 gallons 

From 0 to 150,000 gallons 

Surrebuttal-MJR-25 
Page 1 of 2 

Present -Proposed Rates- 

NIA NIA NIA 
$ 11.00 $ 13.50 $ 11.50 

19.50 24.50 20.00 
39.00 48.75 39.00 
62.50 78.00 62.50 

125.00 156.00 125.00 
220.00 275.00 192.50 
390.00 485.00 385.00 
NIA NIA NIA 
NIA NIA NIA 
NIA NIA NIA 

Rates Company staff 

0 0 0 

2.80 3.30 
4.30 5.25 
5.00 6.00 

2.80 
4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 

4.30 5.25 
5.w 6.00 

4.20 
7 6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 



RATE DESIGN . .  

Service Line and Meter Installation Charges 
518" x 314" Meter 

314" Meter 
1" Meter 

1 W  Meter 
2" Meter 
3" Meter 
4" Meter 
6" Meter 

' Service Charges 
Establishment 
Establishment (After Hours) 
Rewnnection (Delinquent) 
Rewnnection (Delinquent) After Hours 
NSF Check 
Meter Re-Read (If Correct) 
Meter Test (If Correct) 
Deferred Payment (per Month) 
Deposit Amount 
Deposit Interest 
ReEstablishment (Within 12 Months) 
Late Fee (per Month) 
Road Cutting or Boring 
After Hours Service Charge (Customer Request) 

NIT NIT 
520.00 Same as staff 
61 0.00 Same as Staff 
855.00 Same as .staff 

1,515.00 same as staff 
2,195.00 Same as Staff 
3,360.00 Same as Staff 
6,115.00 Same as Staff 

$25.00 
$35.00 
$15.00 
$25.00 
$12.50 
$10.00 
$25.00 

1.5% 

I 

1.5% 
cost 
N K  

NT = No Tariff 
Monthly Service Charge for Fire Sprinkler 

4" or Smaller $0.00 
6" 
8" 
10" 
Larger than 10" 

0.00 
0.00 
0.00 
0.00 

$30.00 
$40.00 
$20.00 
$30.00 
$15.00 
$12.00 
$30.00 

1.5% 

x 

1.5% 
cost 
N K  

$0.00 
0.00 
0.00 
0.00 
0.00 

MJR-25 
Page 2 of 2 

Service Meter 
Line 
NIT 

426.00 
486.00 
528.00 
720.00 
930.00 

1,332.00 
2,000.00 

Installation 
Nfr 
198.00 
246.00 
498.00 

1,098.00 
- 1,764.00 

2,700.00 
5,350.00 

$30.00 

$20.00 

$15.00 
$12.00 
$30.00 

NT 

NT 

- 
x 

.+. 

cost 
$35.00 

Total 
NIT 
624.00 
732.00 

1,026.00 
1,818.00 
2,694.00 
4,032.00 
7,350.00 

* Per Commission Ruies (R14-2-403 B) 

- 1 5% on the unpaid balance per month .- 2 00% of Monthly Minimum for a Comparable Sued Meter Connection. 

Months off system times the min~mum (R14-2-403 D) 

but no less than $10 00 per month The Service Charge for Fire Spnnklers 
IS only applicable for service lines seperate and distinct from the pnmary 
water service line 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,2071 

Surrebuttal M JR-26 

General Service 314 - Inch Meter 

Average Number of Customers: 1,291 

Present Proposed 5 Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 4,169 $24.42 $29.54 $5.1 1 20.92% 

Median Usage 3,088 $1 9.78 $23.86 $4.08 20.65% 

Present & Proposed Rates (Without Taxes) 
General Service 3/4 - Inch Meter 

Gallons 
Consumption 

0 
1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
15,000 
20,000 
25,000 
50,000 
75,000 

100,000 
125,000 
150,000 
175,000 
200,000 

Present 
Rates 

$1 1 .oo 
13.80 
16.60 
19.40 
23.70 
28.00 
32.30 
36.60 
40.90 
45.90 
50.90 
75.90 

100.90 
125.90 
250.90 
375.90 
500.90 
625.90 
750.90 
875.90 

1,000.90 

Company 
Proposed 
- Rates 

$13.50 
16.80 
20.10 
23.40 
28.65 
33.90 
39.11 5 
44.40 
49.65 
55.65 
61.65 
91.65 

121.65 
151.65 
301.65 
45 1.65 
601.65 
751.65 
901.65 

1,051.65 
1,201.65 

% 
increase 

22.73% 
21.74% 
21.08% 
20.62% 
20.89% 
21.07% 
21.21 % 
21.31% 
21.39% 
21.24% 
21.12% 
20.75% 
20.56% 
20.45% 
20.23% 
20.15% 
20.11% 

20.08% 
20.07% 
20.06% 

20.09% 

% 
Increase 

4.55% 
3.62% 
3.01% 
2.58% 
1.69% 
I .07% 
0.62% 
0.27% 
0.00% 
3.16% 
5.70% 

13.37% 
17.24% 
19.58% 
24.27% 
25.84% 
26.63% 
27.10% 
27.42% 
27.64% 
27.81% 
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EXECUTIVE SUMMARY 
CORDES LAKES WATER COMPANY 

DOCKET NO. W-02060A-12-0356 

The Surrebuttal Testimony of Staff witness Mary J. Rimback addresses the issues of rate 
base, operating income, revenue requirement, and rate design for Cordes Lakes Water Company 
(“Cordes Lakes” or “Company”). 

The Company’s Rebuttal Testimony requests an increase in revenue of $50,372 (1 1.95 
percent) increase over test year revenue of $420,536. The total annual revenue of $470,807 
produces operating income of $23,508 for a 10.55 percent rate of return on fair value rate base 
(“FVRB”) which is also its original cost rate basis (“OCRB”) of $222,825. The Company’s 
Rebuttal Testimony withdrawals the request for surcharges made in its original rate application. 

The Utilities Division (“Staff’) recommends total operating revenue of $441,8 10, a $21,274 
(5.06 percent) increase over the $420,536 Staff-adjusted test year revenue, to provide a $13,069 
operating income and a 9.0 percent rate of return on the $145,210 Staff-adjusted FVRB and 
OCRB. Staffs Surrebuttal revenue requirement represents a $13,072 increase ffom its Direct 
Testimony. Staff recommended rates would increase the typical 5/8 x %-inch meter residential 
water bill with median usage of $3,088 by $0.49 (2.48 percent) fiom $19.78 to $20.27. 
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I. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

11. 

Q. 
A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is Mary J. Rimback; I am a Public Utilities Analyst Arizona Corporation 

Commission (“ACC” or “Commission”) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Are you the same Mary J. Rimback who previously submitted Direct Testimony in 

this case? 

Yes, I am. 

How is your testimony organized? 

My testimony is presented in four sections. Section I is this introduction. Section I1 

provides the purpose of the testimony. Section III is a summary of recommendations. 

Section rV presents Stafrs response to the Rebuttal Testimony of Mr. Matthew Rowell. 

PURPOSE OF SURRlEBUTTAL TESTIMONY 

What is the purpose of your SurrebuttaI Testimony in this proceeding? 

The purpose of my Surrebuttal Testimony in this proceeding is to respond to the Rebuttal 

Testimony of Cordes Lakes Water Company (“Cordes Lakes” or “Company”) witness Mr. 

Matthew Rowell and to present Staffs Surrebuttal position regarding rate base, operating 

income, revenue requirement and rate design issues. 
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Q. 

A. 

Q. 
A. 

111. 

Q. 
A. 

Do you attempt to address every issue raised by the Company in its Rebuttal 

Testimony? 

No, my silence on any particular issue raised in the Company’s Rebuttal Testimony does 

not indicate that Staff agrees with the Company’s rebuttal position on that issue. I rely on 

my Direct Testimony unless modified by this Surrebuttal Testimony. 

What issues will you address? 

My Surrebuttal Testimony addresses the following issues presented in Rebuttal Testimony 

of Mr. Rowell: 

Contributions in Aid of Construction (“CIAC”) balance and Cv\C amortization 

Real property included in rate base 

Bad debt expense 

Staffs plant disallowance 

Rate Case Expense 

Post Test Year Plant 

Accounting Expenses 

Purchased Power Expenses 

Revenue Requirement and Rate Design 

SUMMARY OF RECOMMENDATIONS 

What Rebuttal revenue requirement is the Company proposing? 

The Company’s Rebuttal Testimony is requesting total operating revenue of $470,807, a 

$50,271 or an 11.95 percent increase over test year revenue of $420,536, to provide a 

$23,508 operating income and a 10.55 percent rate of return on a proposed $222,825 fair 
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value rate base (“FVRB”) which is also the Company-proposed original cost rate base 

(“OCRB”). 

Q. 
A. 

IV. 

Please provide a summary of Staff‘s Surrebuttal recommendations. 

The Staffs Surrebuttal revenue requirement of $441,810 represents an increase of $21,274 

or 5.06 percent over test year revenue of $420,536 to provide a $13,069 operating income 

and a 9.00 percent rate of return on a proposed $145,210 fair value rate base (“FVlU3”). 

Staffs Surrebuttal revenue requirement represents a $13,072 increase from its Direct 

Testimony. Staffs recommended rates would increase the typical 5/8 x 3/4-inch meter 

residential water bill with median usage of 3,088 gallons by $0.49 (2.48 percent), from 

$19.78 to $20.27. 

RESPONSE TO REBUTTAL TESTIMONY OF MATTHEW ROWELL 

CLlC Balance and Accumulated Amortization of CIAC 

Q. 

A. 

What is the Company proposing for CIAC and Accumulated Amortization of CIAC 

in its Rebuttal? 

The Company’s Rebuttal proposes $92,754 for CIAC and $53,720 for Accumulated 

Amortization of CIAC resulting in a $39,034 Net CIAC balance. The Company presents 

Schedule 1 that list CIAC and CIAC amortizations for the period beginning in 1999 and 

continuing through to December 31, 2012. The Company provided no support for the 

amounts presented in Schedule 1. The Company also asserts that Staff misinterpreted 

Decision No. 54526 and that the CIAC that Decision directed not to be amortized refers to 

additional advances to be converted to CIAC that are not included in Staff $76,247 CIAC 

balance. Further the Company claims that these additional CIAC amounts pertain to the 

Verde Village System that the City of Cottonwood condemned and that the CIAC 
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associated with the Verde Village System would have been conveyed with the 

condemnation. 

Q. 

A. 

Q. 

A. 

What is Staff‘s response to the Company’s assertions regarding CIAC and 

Accumulated Amortization of CIAC? 

First, it appears that Staff and the Company agree that the CIAC related to the Verde 

Village System should not be included in rate base. Second, whether the CIAC balance 

should reflect amortization is determined by the Commission Orders. Staff has further 

reviewed Decision Nos. 54526 and 701701 for the Company’s prior two rate cases and 

concluded that Decision No. 54526 did not authorize amortization of CIAC; however, 

Decision No. 70170 did authorize amortization of CIAC. The latter authorization is 

inferred by the adoption of Staffs recommendations which included Staffs depreciation 

expenses. Staff Surrebuttal Schedule GTM-18 in that case shows that Staff deducted an 

amount for the amortization of CIAC in its calculation of depreciation expense. Thus, 

amortization of the $76,247 CIAC balance should have begun on the effective date of 

rates in the prior rate case, but not before that date. Staffs Surrebuttal reflects the 

accumulation of amortization from March 2008 through the end of the test year. 

How did Staff calculate depreciation expense in Surrebuttal Schedule GTM-18 in the 

prior rate case? 

Schedule GTM-18 shows that Staff recommended $25,137 for depreciation expense. The 

recommended depreciation expense represents a gross (prior to CIAC amortization) 

depreciation of $30,063 reduced by $4,926 for the amortization of CIAC. The 

amortization of CIAC is calculated using a composite rate of depreciation expense. The 

’ Docket N0.W-02060A-07-0256 (February 28,2008). 
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Q. 

A. 

composite rate is the depreciation expense for the test year divided by the amount of 

depreciable plant in the test year. 

What adjustment does Staff recommend for CIAC and Accumulated Amortization 

of CIAC? 

Staff recommends the CIAC balance adopted in Decision No. 70170 of $76,247 and an 

accumulated amortization of CIAC balance adjusted upward from $0 in Direct Testimony 

to $18,710. The accumulated amortization balance is based on the composite rate of 

depreciation expense for each annual period from March 1, 2008, through the end of the 

test year December 3 1, 201 1 , as shown in Surrebuttal Schedule MJR-9. Amortization of 

CIAC in the test year of $3,514 is deducted from depreciation expense as shown in 

Surrebuttal Schedule MJR-16. 

Real Property included in Rate Base 

Q. 

A. 

Did the Company’s Rebuttal Testimony propose to revise from its original 

application the amount of real property it is proposing to include in rate base? 

Yes. The Company’s original filing proposed including $35,665 for Land and Land 

Rights. Staff removed this amount entirely because the investment pertains to a parcel of 

land that is not used and usefid, and the Company’s Rebuttal position agrees with Staffs 

determination for that parcel. However, in Rebuttal the Company claims that its books 

cany a balance of $85,599 for land, and therefore is requesting to include the $49,934 

($85,599 - $35,665) balance in rate base. 
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Q- 
A. 

Q* 
A. 

Q* 
A. 

What support did the Company provide for its revised land request? 

The Company’s only support is Schedule 3 attached to the Rebuttal Testimony of 

Company witness Mr. Matthew Rowel1 and a statement that this is a reasonable amount 

considering that its wells and booster pumps are positioned on land. 

Does Staff consider the Company’s support for its land request adequate? 

No. The Company should provide support showing the owner’s name, date(s), transaction 

values, locations and dimensions of the claimed land along with an explanation of the 

plant located on each parcel. Also if this land is for utility use, the Company should 

explain why its Schedule 3 shows five sales transactions reducing the land account 

balance. 

What does Staff recommend? 

Staff continues to recommend disallowance of all amounts the Company requests for 

including land in rate base 

Bad Debt Expense 

Q. 

A. 

Q. 
A. 

Did the Company’s Rebuttal Testimony introduce a new request for bad debt 

expense? 

Yes, the Company in its Rebuttal Testimony is requesting $4,049 for bad debt expense - 

all of which it recorded in October of 201 1. 

What are Staff‘s comments regarding bad debt expense? 

Bad debt expense typically vanes significantly from year to year for various reasons 

including the variances in the consistency used by the Company to write-off receivables. 

Thus, it is appropriate to review a multi-year history of bad debts to determine whether a 
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normalized amount is more representative of the likely on-going amount versus the actual 

test year amount. In response to Staff data request MJR 2-1, the Company provided 

support to the following write-offs by year: 2007, $43; 2008, $1,488; 2009, $4,079 and 

2010, $2,048 which Staff calculated as approximately 0.46 percent of revenue. 

Accordingly, Staff concludes that normalizing bad debt expense at 0.46 percent of 

revenues is appropriate. 

Q. 
A. 

What does Staff recommend for bad debts expense? 

Staff recommends $1,934 for test year bad debt expense, as shown in Surrebuttal Schedule 

MJR-24 and recognition of a 0.46 percent bad debt rate in the gross revenue conversion 

factor, as shown in Surrebuttal Schedule MJR-2. 

Plant Disallowance 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Did Staff request the Company to provide support for all plant additions since the 

end of the test year (December 31,2006) in the prior rate case? 

Yes, Staff requested invoices to support all amounts added to plant since test year 2006. 

Did the Company provide invoices to verify all of its plant additions from 2006 

through the test year? 

Not completely, the Company provided invoices for $97,600 of the $100,635 plant 

additions in its application, a shortfall of $3,035. 

Did Staffs recommended $11,818 disallowance its Direct Testimony include this 

$3,035 shortfall? 

Yes. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Does Exhibit 4 in the Company s Rebuttal Testimony represent the invoice for the 

$3,035 shortfall as it claims? 

No. Exhibit 4 attached to the Company’s Rebuttal Testimony is a copy of an invoice 

amounting to $20,299. Handwritten on the invoice are the amounts: CLWC $6,766 and 

BWC $13,533 indicating that $6,766 pertains to Cordes Lakes and $13,533 pertains to 

Berneil Water Company (Cordes Lakes and Berneil Water Company (“BWC”) have 

common ownership). Neither of these amounts account for the $3,035 of missing invoices 

for the claimed plant. The $6,766.67 charge to Cordes Lakes is not the missing $3,035, 

and while Schedule 2 of the Company’s Rebuttal Testimony labels the amount of $13,533 

for Invoice No. S1016897 as a missing amount, as noted above, the handwriting on the 

invoice (Rebuttal Exhibit 4) indicates that the $13,533 amount is for BWC, not Cordes 

Lakes. 

Does the Company have a written capitalization policy? 

No. Staff asked the Company whether it had a written capitalization policy, and it replied 

that it did not have a written capitalization policy. In response to Staff Data Request 

MJR1-10, the Company gave the following explanation of its expense versus capitalized 

method: 

Almost all purchases are expensed or are considered section 179 property 
for tax purposes. The decision is based upon how long the items are 
expected to last. There is no written policy. During the test year a 
replacement pump was expensed for $5,200. 

How did Staff interpret the Company statement regarding capitalization versus 

expensing costs? 

The Company’s response indicates to Staff that its dollar capitalization threshold is greater 

than $5,200. However, absence of a written policy increases the potential for inconsistent 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

I 18 

19 

I 20 

21 

I 22 

24 

25 

Surrebuttal Testimony of Mary J. Rimback 
Docket No. W-02060A-12-0356 
Page 9 

application of the Company’s capitalization policy. The statement also implies that the 

Company utilizes tax accounting versus the Commission authorized National Association 

of Regulatory Utility Commissioners (“NARUC”) Uniform System of Accounts 

(“USOA”). 

Q. 

A. 

Q. 
A. 

Is the Company’s proposed capitalization as shown in Exhibit 5 of its Rebuttal 

Testimony consistent with the explanation it provided Staff of its Capitalization 

policy? 

No. The Company’s explanation of its capitalization policy indicates that it expenses 

instead of capitalizing amounts of $5,200 or less. Exhibit 5 shows the Company 

capitalizing the much lower amount of $865. The Company apparently does not 

consistently apply a capitalization policy, and its proposed capitalization of the costs as 

shown on Schedule 2 of its Rebuttal Testimony is not supported by its policy. 

What does Staff recommend regarding plant additions since the prior rate case? 

Staff continues to recommend the $1 1,818 disallowance of plant that it recommended in 

Direct Testimony. Staff also recommends that the Company adopt a written capitalization 

policy. 

Rate Case Expense 

Q. 

A. 

Did the Company newly propose an amount for rate case expense in its Rebuttal 

Testimony ? 

Yes, the Company proposed to amortize $18,000 of rate case expense over three years, 

i.e., $6,000 per year. 
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Q. What does Staff recommend? 

A. Staff recommends approval of the Company’s request to include $6,000 for annual rate 

case expense as an amortization of $18,000 over three years, as shown in Surrebuttal 

Schedule MJR-22. Staff also recommends that the Order specify that no rate case expense 

from this case is to be included in rates in any future rate case. 

Post Test Year Plant 

Q. Did the Company’s Rebuttal Testimony increase plant, accumulated depreciation 

and depreciation expense by amounts attributed to post-test year plant? 

Yes, the Company proposes to include in rate base post-test year plant in the amount of 

$16,324 ($7,680 for 2013 and $8,643 for 2012) and to increase accumulated depreciation 

, by $2,641 and to increase depreciation expense by $1,560. 

A. 

Q. 

A. 

Did the Company provide support for any of its requested post-test year plant? 

No. The Company needs to provide documentation of its proposed post-test year plant 

improvements for them to be considered in rates. 

Q. What is Staff’s recommendation? 

A. Staff recommends not including the Company’s proposed post-test year amounts in the 

rate base or expenses without adequate documentation. 

Accounting Expenses 

Q. Does the Company request in its Rebuttal Testimony an increase operating expense 

for outside accounting services? 

Yes, the Company requests to increase by $6,340, from $3,660 to $10,000 its outside 

accounting services expense. 

A. 
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Q. 

A. 

What is Staffs recommendation as to the outside accounting services? 

Staff recommends approval of the revised accounting services expense to $10,000 subject 

to the Company submitting documentation of entering a contract for accounting services 

prior to the date of the hearing in this rate proceeding, as shown in Surrebuttal Schedule 

MJR-23. 

Purchased Power Expenses 

Q. 

A. 

Q. 

A. 

Did the Company’s Rebuttal Testimony request a pro forma adjustment to increase 

purchased power expense? 

Yes, the Company requests a pro forma $917 increase in purchased power expense due to 

changes in the charges the Commission authorized in its power provider ( A P S )  in 

Decision No. 73183. 

Did the Company provide any support for the amount of its pro form request in its 

Rebuttal Testimony? 

No. While Staff supports the concept of recognizing a pro forma adjustment for the 

change in the rates charged by the Company’s power provider, the Company has not 

provided calculations to support its $917 quantification of the impact on its purchased 

power costs. Absent this support, Staff does not recommend adoption of this pro forma 

request. 

Revenue Requirement and Rate Design 

Q. 

A. Yes. 

Did Staff update its rate design to reflect its Surrebuttal revenue requirement? 
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Q. 

A. 

Q* 
A. 

Does Staff have any comments regarding the Company’s Rebuttal Testimony 

pertaining to the issue of rate design? 

Yes. The Company’s primary concern with Staffs rate design is that it does not provide 

the level of revenue stability the Company desires. To support its position the Company 

notes that Staff assigned all of the revenue increase to the second and third commodity 

rate tiers and the recommended rate design generates 41 percent of the revenue from the 

monthly minimum charges and 59 percent from the commodity charges. 

Staffs assignment of the entire revenue increase to the commodity rates was a function of 

the relatively small revenue increase. Since Staff typically targets generating 30 percent 

to 40 percent of the revenue from the minimum monthly charge, the 41 percent result is 

consistent with providing adequate revenue stability. Since Staff’s Surrebuttal rate design 

generates more revenue than its direct rate design, Staff is now recommending increases to 

the monthly minimum charges for some meter sizes. In addition, Staffs Surrebuttal rate 

design reduces the break-over points to provide additional revenue stability. Staffs 

Surrebuttal rate design generates 41.6 percent of the revenue from the minimum monthly 

charges and 58.4 percent from the commodity rates. Staffs recommended rates are shown 

in Schedule MJR-24 and the typical bill analysis for %-inch meter customers is shown in 

Schedule MJR-25. 

Does this conclude your testimony? 

Yes, it does. 
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surcharge. 
The  Company‘s amount is not mathematically correct. 
The  Company’s amount is the total of Required Operating Income and both surcharges ($37,000 + 
$30,000 + $10,000). However, the Company’s request for a $30,000 water loss surcharge 
only extends for two years and  the $1 0,000 meter replacement surcharge only extends for three years. 

5 

6 

REVENUE REQUIREMENT 

LINE 
- NO. DESCRIPTION 

1 Adjusted Rate Base 

2 Adjusted Operating Income (Loss)’ 

3 

4 Required Rate of Return 

5 

6 

Current Rate of Return (L2 / L1)’ 

Required Operating Income (L4 * Ll)3,4 

Operating Income Deficiency (L5 - L q 5  

7, Gross Revenue Conversion Factor 

8 Required Revenue Increase (L7 * L6)6 

9 Adjusted Test Year Revenue 

1 0  Proposed Annual Revenue (L8 + L9)’ 

I1 Required Increase in Revenue (%) 

Surrebuttal MJR-1 

(4 (0) 
COMPANY STAFF 
ORIGINAL ORlGl NAL 

COST COST 

$ 496,789 $ 145,210 

$ (17,373) $ (3,363) 

0.00% -2.32% 

8.00% 9.00% 

$ 37,000 $ 13,069 

$ 68,000 $ 16.432 

I .2946 None 

$ 77,000 -1 
$ 403,993 $ 420,536 

$ 498,366 $ 441,810 

19.06% 5.06% 

References: 
Column (A): Company Schedule B-I Rate Base,  Revised E-2 (9/24/2012) Income Statement 
Column (B): Staff Schedule MJR-3 & MJR-11 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

GROSS REVENUE CONVERSION FACTOR 

Surrebuttal MJR-2 

LINE 
!Q 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

~ 

~ 

I 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 

38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
56 

DESCRIPTION 

Calculation of Gross Revenue Conversion Factor 
Revenue 100 0000% 
Uncollecible Factor (Lme 11) 0 3638% 
Revenues (L1 - L2) 99 6362% 
Combined Federal and State Tax Rate (Line 17) + Property Tax Factor (Line 22) 22 3951% 
Subtotal (L3 - L4) 77 2412% 
Revenue Conversion Factor (L1 I L5) 1 294647 

Caiculation bf Uncollectible Factor: 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 
Uncollectible Rate 
Uncollectible Factor (L9 * L10 ) 

Calculation of Effective Tax Rate: 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (L12 - L13) 
Applicable Federal Income Tax Rate (Line 53) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 +L16) 

Calculation of Effective Pmoertv Tax Factor 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined lnmme Tax Rate (L18 - L19) 
Property Tax Factor (MJR-17, L24) 
Effective Property Tax Factor (L 21 L 22) 
Combined Federal and State Tax and Property Tax Rate (L17+L22) 

Required Operating Income (Schedule MJR-1, Line 5 )  
AdjustedTest Year Operating Income (Loss) (Schedule MJR-11. hne 40) 
Required Increase in Operating Income ( U 4  - L25) 

Income Taxes on Recommended Revenue (Col. (D), L52) 
Income Taxes on Test Year Revenue (Col. (9). L52) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

Recommended Revenue Requirement (Schedule MJR-1, Line 10) 
Uncollectible Rate (Line 10) 
Uncollectible Expense on Recommended Revenue (L24 * L25) 
Adjusted Test Year Uncollectible Expense 
Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 

100.0000% 
20.9228% 
79.0772% 
0.4600% 
0.3638% 

100.0000% 
6.9680% 

93.0320% 
15.0000% 
13.9548% 
2 0.9 2 2 8 % 

1.4723% 
22.3951% 

$ 13,069 
$ (3.363)- 

$ 16,432 

$ 3,458 
$ (890) 

$ 4,348 

$ 441,810 
0.4600% 

$ 2,032 
$ 1.934 

$ 98 

Property Tax with Recommended Revenue (MJR-17, L19) $ 23,825 
Property Tax on Test Year Revenue (MJR-17, L 16) $ 23,429 
lncreasee in Property Tax Due to increase in Revenue (MJR-17, L22) $ 396 

Total Required Increase in Revenue (L26 + L29 + L34+L37) $ 21.274 

STAFF 
Calculat/on of Income Tax Test Year Recommended 

Revenue (Schedule MJR-11. Col.(C), Line 5 8 Sch. MJR-1, Col (B), Line 10) $ 420,536 $ 21,274 $ 441,810 
Operahng Expenses Excluding Income Taxes $ 424,789 $ 425,283 
Synchronized Interest (L47) 
Arizona Taxable Income (L36 - L317- L38) 
Arizona State Income Tax Rate 
Arizona Income Tax (L39 x L40) 
Federal Taxable Income (L42- L43) 
Federal Tax on First Income Bracket ($1 - $50,000) Q 15% 
Federal Tax on Second Income Bracket ($50.001 - $75,000) Q 25% 
Federal Tax on Third Income Bracket ($75,001 - $100,000) Q 34% 
Federal Tax on Fourth Income Bracket ($100,001 - $335,000) Q 39% 
FederalTax on Ffih Income Bracket ($335.001 -$lO,OoO.OOO) Q 34% 
Total Federal Income Tax 
Combined Federal and State Income Tax (L44 + L51) 

$ $ 
$ (4.253) $ 16,527 

6 9680% 6 9680% 
$ (296) $ 1,152 

$ (3.956) $ 15,375 
$ (593) $ 2.306 
$ $ 
$ $ 
$ $ 
$ $ 

$ (593) $ 2,306 
$ (890) $ 3,458 

15.0000% npplicabie Federal Income Tax Rate [Col. (D), L51 - Col. (B), L51) I [Col. (C), L45 - Col. (A), L45l 

Calculation of Interest Svnchmnization' 
Rate Base (Schedule MJR-3, Col. (C). tine 17) 
Weighted Average Cost of Debt 
Synchronized Interest (L54 X L56) 

$ 145,210 
0.00% 

$ 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

RATE BASE - ORIGINAL COST 

LINE 
- NO. 

1 Plant in Service 
2 Less: Accumulated Depreciation 
3 Net Plant in Service 

- LESS: 

4 
5 Less: Accumulated Amortization 
6 Net CIAC 

Contributions in Aid of Construction (CIAC) 

7 

8 Customer Deposits 

Advances in Aid of Construction (AIAC) 

9 Deterred Income Tax Liabilites 

ADD: - 
. I O  Unamortized Finance Charges 

11 Deferred Tax Assets 

12 Working Capital 

17 Original Cost  Rate Base 

(A) 
COMPANY 

AS 
FILED - 

$ 601,634 
139,712 

$ 461,922 

$ 

Surrebuttal MJR-3 

(B) (C) 
STAFF 

STAFF AS 
ADJUSTMENTS REF ADJUSTED 

$ 535,389 $ 1,137,023 
755,284 894,996 

$ (219,895) $ 242,027 

$ 76,247 $ 76.247 ~ ,- . . 

18,710 18,710 
57,537 57,537 

21,110 

18,170 

74,147 

$ 496,789 

(74,147) 

21,110 

18,170 

$ (351,579) $ 145,210 

References: 
Column (A), Company Schedule B-I, 
Column (B): Schedule MJR-4 
Column (C): Column (A) Column (B) 





CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

I RATE BASE ADJUSTMENT #I - REMOVE NON-USED AND USEFUL LAND 

Line 
- No. DESCRIPTION 

Surrebuttal MJR - 5 

[AI PI 
COMPANY STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

P I  
STAFF 

I 1 Land $ 35,665 $ (35,665) $ 

References: 
Col [A]: Company Schedeule B-I 

Col [C]: MJR Testimony 
COI [e]: COI [C] - COI [A] 



CORDES LAKES. WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

RATE BASE ADJUSTMENT #z REINSTATE USED AND USEFULL PLANT 

[AI 
COMPANY 
2006 Balance 

FILED 
LINE ACCT AS 
NO. __ NO. DESCRIPTION - -  - 
1 31 1 Pumping Equipment $ 10,558 
2 331 Transmission & Distribution Mains 9,444 
3 333 Services 
4 347 Miscellaneous Equipment 

5 Totals 

Surrebuttal MJR-6 

PI [Cl 
Decision No. 

70170 
STAFF STAFF 

ADJUSTMENTS RECOMMENDED 
$ - $  10,558 

562,940 572,384 
19,350 19,350 

582 582 

$ 20,002 $ 582,872 $ 602,874 

[A]: Company Schedule E-5 and Detail 11/8/2012 

[C]:MJR Testimony 
[B]: COI [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31 201 1 

RATE BASE ADJUSTMENT #3 NET PLANT ADDITIONS 

LINE ACCT 
- NO. __ NO. DESCRIPTION 

1 331 Transmission & Distribution Mains 
2 334 Meters & Meter Installation 
3 339 Other Plant & Misc. Equipment 
4 340 Office Furniture & Equipment 

5 Totals 

[A]: Company Schedule E-5 and Detail provided 11/8/2012 

[C]:MJR Testimony 
[B]: COI [C] - COI [A] 

Surrebuttal MJR-7 

rB1 rc1 
COMPANY 
Additions STAFF STAFF 
11/8/2012 ADJUSTMENTS RECOMMENDED 

35,253 (16,025) 19,228 
5,166 1,235 6,401 
2,537 (926) 1,611 

$ 5,655 $ 3,898 $ 9,553 

$ 48,611 $ (11,818) $ 36,793 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

RATE BASE ADJUSTMENT #4 -ACCUMULATED DEPRECIATION 

LINE 
[AI [Bl 

COMPANY STAFF 

Surrebuttal M JR-8 

P I  
STAFF 

- NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 
1 Accumulated Depreciation $ 139,712 $ 755,284 $ 894,996 

References: 
Col [A]: Company Schedule B-1 

Col [C]: MJR Testimony, 
COI [B]: COI [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31.201 1 

Surrebuttal MJR-9 

RATE BASE ADJUSTMENT #5 - ClAC AND ACCUMULATED AMORTIZATION OF ClAC 

LINE 
- NO. DESCRIPTION 

1 Contributions in aid of construction 

IC1 
STAFF 

PI 
STAFF 

[AI 
COMPANY 
PROPOSED ADJUSTMENTS RECOMMENDED 

- $  76,247 $ 76,247 $ 

$ - $  18,710 $ 18,710 2 Accumulated Amortization of ClAC 

References: 
Col [A]: Company Schedeule 8-1 

Col [C]: Decision 70170 
COI [B]: COI [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31, 201 1 

RATE BASE ADJUSTMENT #6 - WORKING CAPITAL ALLOWANCE 

LINE 
NO. DESCRlPTlON - 

1 Working Capital Allowance 

References: 
Col [A]: Company Schedeule B-1 

Col [C]: MJR Testimony 
COI [B]: COI [C] - COI [A] 

Surrebuttal MJR-IO 

[AI 161 IC1 
COMPANY STAFF I STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 74,147 $ (74,147)’ $ 



CO'RDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,2011 

OPERATING INCOME STATEMENT -ADJUSTED TEST YEAR AND STAFF RECOMMENDED 

LINE 
- NO. 

7 
2 

. 3  
4 
5 

6 

10 
11 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

~ 

I 
I 7 

DESCRIPTION 

REEMLIES 
Metered Water Sales 
Received for Contract Labor 
Miscellaneous Revenue 
Total Operating Revenues 

OPERATIMG EXPENSES 
Payroll 
Contract Labor 
Emplloyee Benefits 
Purchased Power 
Repairs and Maintenance 
Office Supplies and Expense 
Outside Sevices -Accounting 
Outside Sevices - Billing Services 
Outside Sevices - Computer Programming 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Rate Case Expense 
Regulatory Expense 
Misc Expense - Permits 
Misc Expenese - Travel 
Misc Expenses - Utilities except Electricity 
Misc Expenses - Bank Charges 
Misc Expenses - Payroll Services 
Depreciatron Expense 
Payroll Taxes 
Taxes other than Income (Sales Tax) 
Property Taxes 
Income Tax 

Interest Income 
Interest Expense 

Total Operating Expenses 
Operating Income (Loss) 

IA1 
COMPANY 
ADJUSTED 
TEST YEAR 
AS FILED 

$ 403,353 
167,692 

640 
$ 571,685 

$ 309,095 
10,312 
29,422 
31,723 
12,650 
14,492 
3,660 

24,118 
3,511 
1,806 

28,150 
8,995 

33,033 
14,936 

2,000 

3,391 
1,304 

859 
37,195 

175 

18J87 
45 

$ 589,058 
$ (27.373) 

References: 
Column (A): Company Revised Schedule E-2, 11/8/2012 
Column (B): Schedule Surrebuttal MJR-I2 
Column (C): Column (A) + Column (B) 
Column (D): Surrebuttal Schedules MJR-1 and MJR-2 
Column (E): Column (C) + Column (D) 

IBI 

STAFF 
TEST YEAR 

ADJUSTMENTS 

$ 9,093 
(167,692) 

7,450 
$ (151,149) 

$ (167,692) 

1,012 

6,340 

4,052 

6,000 

5,242 
(935) 

1,050 

$ (165,159) 
$ 14,010 

[Cl 
STAFF 

TEST YEAR 
AS 

ADJUSTED 

$ 412,446 

8,090 
$ 420,536 

$ 141,403 
10,312 
29,422 
31,723 
13,662 
14,491 
10,000 
24,118 
3,511 
5,858 

28,150 
8,995 

33,033 
14,936 
6,000 

2,000 

3,391 
3,238 

859 
15,033 

175 

23,429 
(890) 

1,050 

$ 423,899 
$ '(3,363) 

ID1 

STAFF 
PROPOSED 
CHANGES 

$. 21,274 

$ 21,274 

98 

396 
4,348 

$ 4.842 
$ 16,432 

Surrebuttal MJR-11 

[El 

STAFF 
RECOMMENDED 

$ 433,720 

8,090 
$ 441,810 

$ 241,403 
10,312 
29,422 
31,723 
13,662 
14,491 
10,000 
24,118 
3,511 
5,858 

28.150 
8.995 

33,033 
14,936 
6,000 

2.000 

3,391 
3,336 

859 
15,033 

175 

23,825 
3,458 

1,050 

$ 428,741 
$ 13,069 
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CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #I - REMOVE NON-UTILITY REVENUES AND EXPENSES FOR CONTRACT LABOR 

LINE 
- NO. DESCRIPTION 

1 
2 
3 

Contract Labor Revenue 
Payroll 

Operating income Affect 

Surrebuttal MJR-13 

[AI IBI IC1 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 167,692 $ (167,692) $ 
$ 167,692 (167,682) $ 
$ $ $ 

References: 
Col [A]: Company Schedeule E-2 

Col [C]: MJR Testimony 
COI [B]: Cot [Cl - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,2011 

Surrebuttal MJR-14 

OPERATING INCOME ADJUSTMENT #2 - NORMALIZATION OF REPAIRS & MAINTENANCE EXPENSES 

LINE 
- NO. DESCRIPTION 

1 Repairs & Maintenance 

2 
3 
4 
5 

6 

Repairs & Maintenance - Company’s Test Year: 201 1 
Repairs & Maintenance - 2010 Annual Stmt 
Repairs & Maintenance - 2009 Annual Stmt 
Repairs & Maintenance expenses, past three years 

Average Repair & Maintenance expense (line 5/3) 

IAI PI [CI 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 12,650 $ 1,012 $ 13,662 

$ 12,650 
17,221 

I 11,116 
$ 40,987 

$ 13,662 

References: 
Col [A]: Company Schedeule C-I 

Col [C]: Normalized Repairs & Maintenance Expense Col [C] L6. 
COI [B]: COI IC] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #3 - METERED REVENUE 

LINE 
- NO. DESCRIPTION 

~~~~ - ~~ 

1 Metered Revenue 

Surrebuttal MJR-I5 

9,093 $ 412,446' $ 403,353 ' $ 

References: 
Col [A]: Company Schedule E-2 Revised 9/24/2012 

Col [C]: MJR Testimony 
COI [B]: COl [C] - COl [A] 

Bill Count Revenue 
314 inch Meter 
1 inch Meter 
2 inch Meter 
Subtotal 

!!i 404,597 
2,397 
5,452 

$ 412,446 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #4 - DEPRECIATION EXPENSE 

Surrebuttal MJR-16 

Line ACCT 
No. NO. DESCRIPTION 

~ ~ a n t ~ n  Service 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 

32 
33 
34 
35 

LINE 

36 

301 Organization 
302 Franchises 
303 Land and Land Rights 
304 Structures & Improvements 
305 Collecting & Impounding Reservoirs 
306 Lakes, Rivers, Other Intakes 
307 Wells and Springs 
308 Infiltration Galleries and Tunnels 
309 Supply Mains 
310 Paver Generation Equipment 
31 1 -Pumping Equipment 
320 Water Treatment Plant 
330 Distribution Reservoirs & Standpipes 
331 Transmission & Distribution Mains 
333 Services 
334 Meters & Meter Installation 
335 Hydrants 
336 BacMlow Prevention Devices 
339 
340 Office Furniture & Equipment 
341 Transportation Equipment 
342 Stores Equipment 
343 Tools, Ship & Garage Equipment 
344 Laboratory Equipment 
345 Power Operated Equipment 
346 Communication Equipment 
347 Miscellaneous Equipment 
348 Other Tangible Plant 

Other Plant 8 Misc. Equipment 

Subtotal General 
Less: Non- depreciable Account(s) (L3) 
Depreciable Plant (U9-130) 

Contributions-in-Aid-of-Construction (CIAC) Per 
Decision No. 54526 (1/28/1985) - Not Amortized 
Composite Depreciation/Amortiuation Rate 

Less: Amortization of CIAC (L32 x L33) 
Depreciation Expense -STAFF [Col. (C), L29 - L341 

DESCRIPTION 

Depreciation Expense 

[AI PI [CI 
Depreciable Projected 

AMOUNT Amount RATE EXPENSE 

6,657 

167,348 

26,588 

141,632 
581,937 
19,350 
54,817 

60,550 
6,101 

71,461 

582 

$ 1,137,023 $ 

4,400 

15 1,979 

16,030 

94.458 
19,442 

47,078 

60,550 
6,101 
2,412 

402,450 

$ 1,137,023 $ 402,450 

$ 76,247 
4.61% 

0.00% $ 
0.00% 
0.00% 
3.33% 
2.50°/: 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 

12.50% 
3.33% 
2.22% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
0.00% 

$ 

147 

5,061 

2,004 

2,097 
389 

3,922 

4,039 
407 
482 

18,547 

$ 3,514 
s 15 033 

[AI 
COMPANY 
PROPOSED 

P I  [CI 
STAFF STAFF 

ADJUSTMENT RECOMMENDED 

$ 37,195 $ (22,162) $ 15,033 

References: 
Col [A]: MJR-4 
Col [B]: Decision No. 70170 and updated Plant Schedules 
Col [C]: MJR Testimony 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-22-0356 
Test Year Ended December 31.201 1 

Surrebuttal MJR-I7 

OPERATlNG INCOME ADJUSTMENT #5 - PROPERTY TAXES 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Staff Adjusted Test Year Revenues - 201 1 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Recommended Revenue, Per Schedule MJR-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP - 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line f O  - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate 

Staff Test Year Adjusted Property Tax (Line 14 * Line 15) 
Company Proposed Property Tax 

$ 420,536 
2 

841,073 
420,536 

1,261,609 
3 

420,536 
2 

841,073 

2,171 
838,902 

20.0% 
167,780 

13.9638% 

$ 23,429 
18,187 

420,536 $ 
2 

$ 841,073 
$ 441,810 

1,282,882 
3 

427,627 
2 

855,255 

2,171 
$ 853,084 

20.0% 
$ 170,617 

13.9638% 

Staff Test Year Adjustment (Line 16-Line 17) 
Property Tax - Staff Recommended Revenue (Line 14 * Line 15) 
Staff Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Increase to Property Tax per Dollar increase in Revenue (Line22lLine 23) 

$ 5,242 
c $  23,825 

$ 23,429 
$ 396 

$ 396 
21,274 

1.861 840% 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #6 -TEST YEAR INCOME TAXES 

Surrebuttal MJR-18 

LINE 
- NO. 

1 .  

DESCRIPTION 

income Tax Expense 

References: 
Col [A]: Company Schedeule E-2 Revised 912412012 

Col [C]: Schedule MJR-2, Line 43 
COI [B]: COI [C] - COI [A] . 

[AI . 161 [CI 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 45 $ (935) $ (890) 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Surrebuttal MJR-19 

OPERATING INCOME ADJUSTMENT #7 WATER TESTING 

LINE ' 

- NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

[AI IBI [CI 
COMPANY STAFF STAFF 

1 Water Testing Expense $ 1,806 $ 4,052 $ 5,858 

References: 
Col [A]: Company Schedule E-2 

Col [C]: Engineering Report 
COl [B]: COI [C] - COI [A] 

L. 



I -  

CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31, 201 1 

OPERATING INCOME ADJUSTMENT #8 - NON-METERED REVENUE FEES 

IN P I  
LINE COMPANY 

NO. ,. DESCRIPTION 9/24/20 12 ADJUSTMENTS 
PROPOSED STAFF 

1 Mise Income Net $ 640 $ (640) 
2 Establishment $ 6,825 
3 Reconnection $ 1,045 
4 After Hours Reconnection $ 150 
5 Re-Establishment $ 70 

Surebuttal MJR-20 

IC1 

STAFF 
RECOMMENDED 

$ 
. 6,825 

1,045 
150 
70 

Misc Income Net 
Establishment 
Reconnection 
After Hours Reconnection 
Re-Establishment 

<- 
References: 
Col [A]: Company Schedeule A-2 (B) 

Col [C]: Schedule Column A plus Column B 
COI [Bl: COI [C] - COI [A1 

COMPANY 
Revised 

811 7/20 1 2 
$ 

6,825 
1,045 

150 
70 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #9 - INTEREST ON CUSTOMER DEPOSITS 

LINE 

- NO. DESCRIPTION 

1 

Surrebuttal MJR-21 

Interest on Customer Deposits $ $ 1,050 $ 1,050 

References: 
Col [A]: Company Schedeule A-2 (B) 

Col [C]: MJR Testimony 
COI [B]: COl [C] - COI [A] 

. 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356- 
Test Year Ended December 31,201 1 

Surrebuttal MJR-22 

OPERATING INCOME ADJUSTMENT #I 0 - RATE CASE EXPENSE 

[AI . PI [CI 
LINE 

- NO. DESCRIPTION 
COMPANY STAFF STAFF 

PROPOSED ADJUSTMENTS RECOMMENDED 

1 Rate Case Expense $ $ 6,000 $ 6,000 

References: 
Col [A]: Company Schedule E-2 

Col [C]: MJR Surrebuttal Testimony 
COI [B]: COI [C] - COI [A] 
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CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31, 201 1 

OPERATING INCOME ADJUSTMENT #I I - OUTSIDE ACCOUNTING SERVICES 

1 
LINE 

- NO.. 
1 

Surrebuttal MJR-23 

COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

10,000 
DESCRIPTION 

Outside Sevices - Accounting $ 3,660 $ 6,340 $ 

References: 
Col [A]: Company Schedule E-2 

Col IC]: MJR Surrebuttal Testimony 
COl [B]: COl [C] - Cot [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Surrebuttal M JR-24 

OPERATING INCOME ADJUSTMENT # I 2  - BAD DEBT EXPENSE 

LINE 

NO. DESCRIPTION - 
COMPANY STAFF STAFF 

PROPOSED ADJUSTMENTS RECOMMENDED 

1 
2 
3 

Mise. Expense - Bank Charges $ 1,304 $ -  $ 1,304 

Total !3 1,304 $ 1,934 $ 3,238 
Bad Debt Expense $ 1,934 1,934 

$ 43 Write-off in 2007 

1,488 Write-off in 2008 
4,079 Write-off in 2009 
2,048 Write-off in 201 0 

$ 7.658 
4.00 Years 

$ 1,914 
$ 420,536 Test Year Revenue 

0.46% Average write-off rate 

References: 
Col [A]: Company Schedule E-2 

Col [C]: MJR Surrebuttal Testimony 
Col [B]: COI [C] - Col [A] 
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CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

Surrebuttal-MJR-25 
Page 1 of 2 

Present -Proposed Rates- 

Monthly Usage Charge 
516 x 314" Meter 

314" Meter 
1" Meter 

1'W Meter 
2" Meter 
3" Meter 
4" Meter 
6" Meter 
8" Meter 

1 0  Meter 
IY' Meter 

Gallons Included in Minimum 

Commoditv Rate Charae 

3/4 '' Meter 
Company 
Tier 1 
Tier 2 
Tier 3 Over 8,000 gallons 
Staff 
Tier 1 
Tier 2 
Tier 3 Over 8,000 gallons 

1 '' Meter 
Company 
Tier 1 
Tier 2 Over 18,000 gallons 
Staff 
Tier I 
Tier 2 

I x* Meter 
Company 
Tier 1 
Tier 2 Over 43,500 gallons 
Staff 
Tier 1 
Tier 2 Over 17,000 gallons 

2" Meter 
Company 
Tier 1 
Tier 2 Over 75,000 gallons 
Staff 
Tier 1 
Tier 2 Over 26,000 gallons 

3" Meter 
Company 
Tier 1 
Tier 2 Over 160,000 gallons 
Staff 
Tier 1 
Tier 2 over 50,000 gallons 

4" Meter 
Company 
Tier 1 
Tier 2 Over 290,000 gallons 
Staff 
Tier 1 
Tier 2 Over 75,000 gallons 

6" Meter 
Company 
Tier 1 
Tier 2 Over 530,000 gallons 
Staff 
Tier 1 
Tier 2 Over 150,000 gallons 

From 0 to 3,000 gallons 
From 3,001 to 8,000 gallons 

From 0 to 3,000 gallons 
From 3,001 to 8,000 gallons 

From 0 to 18,000 gallons 

From 0 to 10,000 gallons 
Over 10 000 gallons 

From 0 to 43,500 gallons 

From 0 to 17,000 gallons 

From 0 to 75,000 gallons 

From 0 to 26,000 gallons 

From 0 to 160.000 gallons 

From 0 to 50,000 gallons 

From 0 to 290,000 gallons 

From 0 to 75,000 gallons 

From 0 to 530,000 gallons 

From 0 to 150,000 gallons 

Rates Company 
NIA NIA 

$ 11.00 
19.50 
39.00 
62.50 

125.00 
220.00 
390.00 
NIA 
NIA 
NIA 

$ 13.50 $ 
24.50 
48.75 
78.00 

156.00 
275.00 
485.00 
NIA 
NIA 
NIA 

0 0 

staff 
NIA 

11.50 
20.00 
39.00 
62.50 

125.00 
192.50 
385.00 

NIA 
NIA 
NIA 

0 

2.80 3.30 
4.30 5.25 
5.00 6.00 

2.80 
4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
7 6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 



MJR-25 
Page 2 of 2 . .  . . -  

.. * -  RATEDESIGN 

Service Line and Meter Installation Charges 
518" x 314" Meter 

314" Meter 
1" Meter 

1W Meter 
2" Meter 
3" Meter 
4" Meter 
6 Meter 

' Service Charges 
Establishment 
Establishment (After Hours) 
Reconnection (Delinquent) 
Reconnection (Delinquent) After Hours 
NSF Check 
Meter Re-Read (If Correct) 
Meter Test (If Correct) 
Deferred Payment (per Month) 
Deposit Amount 
Deposit Interest 
Re-Establishment (Wmin 12 Months) 
Late Fee (per Month) 
Road Cutting or Bonng 
Afler Hours Service Charge (Customer Request) 

NT = No Tariff 
Monthly Service Charge for Fire Sprinkler 

4" or Smaller 
6" 
8" 
10" 
Larger than 1 0  

Service 
Line 

520.00 Same as Staff 426.00 
610.00 Same as Staff 486.00 
855.00 Same as staff 528.00 

720.00 
930.00 

1,332.00 
2.000.00 

Nrr 

1,515.00 Same as Staff 
2,195.00 Same as Staff 
3,360.00 Same as Staff 

6,115.00 Sameas Staff 

$25.00 
$35.00 
$15.00 
$25.00 
$12.50 
$10.00 
$25.00 

1.5% 

* 
I .5% 
cost 
NIT 

$0.00 
0.00 
0.00 
0.00 
0.00 

$30.00 $30.00 
$40.00 NT 
$20.00 $20.00 
$30.00 NT 
$15.00 $15.00 
$12.00 $12.00 
$30.00 $30.00 

1.5% - 
+. * 

Xf 1.5% 
Cost cost 
NIT $35.00 

*... .... $0.00 
0.00 
0.00 
0.00 
0.00 

- '  - 
..+. 

Meter 
Installation Total 

198.00 624.00 
246.00 732.00 
498.00 1,026.00 

1,098.00 1,818.00 
1,764.00 2,694.00 
2,700.00 4,032.00 I- 5,350.00 7,350.00 

* Per Commission Rules (R14-2403 5) - 1 5% on the unpaid balance per month -. 2 00% of Monthly Minimum for a Comparable Sued Meter Connection, 

Months off system times the minimum (R14-2403 D) 

but no less than $10 00 per month The Service Charge for Fire Spnnklen 
is only applicable for service lines seperate and distinct from the pnmary 
water service line 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,2011 

Surrebuttal MJR-26 

General Service 314 - Inch Meter 

Average Number of Customers: 1,291 

Present Proposed 3 Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 4,169 $24.42 $29.54 $5.1 1 20.92% 

20.65% Median Usage 3,088 $1 9.78 $23.86 $4.08 

Gallons 
Consumption 

0 
1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
15,000 
20,000 
25,000 
50,000 
75,000 

100,000 
125,000 
150,000 
175,000 
200,000 

Present & Proposed Rates (Without Taxes) 
General Service 314 - inch Meter 

Present 
Rates 

$11.00 
13.80 
16.60 
19.40 
23.70 
28.00 
32.30 
36.60 
40.90 
45.90 
50.90 
75.90 

100.90 
125.90 
250.90 
375.90 
500.90 
625.90 
750.90 
875.90 

1,000.90 

Company 
Proposed 
- Rates 

$13.50 
16.80 
20.10 
23.40 
28.65 
33.90 
39.11 5 
44.40 
49.65 
55.65 
61.65 
91.65 , 

121.65 
151.65 
301.65 
451.65 
601.65 
751.65 
901.65 

1,051.65 
1,201.65 

% 
Increase 

22.73% 
21.74% 
21.08% 
20.62% 
20.89% 
21.07% 
21.21% 
21.31% 
21.39% 
21.24% 
21.12% 
20.75% 
20.56% 
20.45% 
20.23% 
20.15% 
20.11% 

20.08% 
20.07% 
20.06% 

20.09% 

% 
Increase 

4.55% 
3.62% 
3.01% 
2.58% 
1.69% 
1.07% 
0.62% 
0.27% 
0.00% 
3.16% 
5.70% 

13.37% 
17.24% 
19.58% 
24.27% 
25.84% 
26.63% 
27.10% 
27.42% 
27.64% 
27.81% 
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I .  
EXECUTIVE SUMMARY 

CORDES LAKES WATER COMPANY 
DOCKET NO. W-O206OA-12-0356 

The Surrebuttal Testimony of Staff witness Mary J. Rimback addresses the issues of rate 
base, operating income, revenue requirement, and rate design for Cordes Lakes Water Company 
(“Cordes Lakes” or c‘Companyyy). 

The Company’s Rebuttal Testimony requests an increase in revenue of $50,372 (1 1.95 
percent) increase over test year revenue of $420,536. The total annual revenue of $470,807 
produces operating income of $23,508 for a 10.55 percent rate of return on fair value rate base 
(“FVRB”) which is also its original cost rate basis (“OCRB”) of $222,825. The Company’s 
Rebuttal Testimony withdrawals the request for surcharges made in its original rate application. 

The Utilities Division (“Staff ’) recommends total operating revenue of $441,810, a $21,274 
(5.06 percent) increase over the $420,536 Staff-adjusted test year revenue, to provide a $13,069 
operating income and a 9.0 percent rate of return on the $145,210 Staff-adjusted FVRB and 
OCRB. Staffs Surrebuttal revenue requirement represents a $13,072 increase fi-om its Direct 
Testimony. Staff recommended rates would increase the typical 5/8 x %-inch meter residential 
water bill with median usage of $3,088 by $0.49 (2.48 percent) from $19.78 to $20.27. 
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I. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

11. 

Q. 
A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is Mary J. Rimback; I am a Public Utilities Analyst Arizona Corporation 

Commission (“ACC” or “Commission”) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Are you the same Mary J. Rimback who previously submitted Direct Testimony in 

this case? 

Yes, I am. 

How is your testimony organized? 

My testimony is presented in four sections. Section I is this introduction. Section I1 

provides the purpose of the testimony. Section III is a summary of recommendations. 

Section IV presents Staffs response to the Rebuttal Testimony of Mr. Matthew Rowell. 

PURPOSE OF SURREBUTTAL TESTIMONY 

What is the purpose of your Surrebuttal Testimony in this proceeding? 

The purpose of my Surrebuttal Testimony in this proceeding is to respond to the Rebuttal 

Testimony of Cordes Lakes Water Company (“Cordes Lakes” or “Company”) witness Mr. 

Matthew Rowell and to present Staffs Surrebuttal position regarding rate base, operating 

income, revenue requirement and rate design issues. 
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Q. 

A. 

Q. 
A. 

111. 

Q. 
A. 

Do you attempt to address every issue raised by the Company in its Rebuttal 

Testimony? 

No, my silence on any particular issue raised in the Company’s Rebuttal Testimony does 

not indicate that Staff agrees with the Company’s rebuttal position on that issue. I rely on 

my Direct Testimony unless modified by this Surrebuttal Testimony. 

What issues will you address? 

My Surrebuttal Testimony addresses the following issues presented in Rebuttal Testimony 

of Mr. Rowell: 

Contributions in Aid of Construction (“CIAC”) balance and CIAC amortization 

Real property included in rate base 

Bad debt expense 

Staffs plant disallowance 

Rate Case. Expense 

Post Test Year Plant 

Accounting Expenses 

Purchased Power Expenses 

Revenue Requirement and Rate Design 

S-Y OF RECOMMENDATIONS 

What Rebuttal revenue requirement is the Company proposing? 

The Company’s Rebuttal Testimony is requesting total operating revenue of $470,807, a 

$50,271 or an 11.95 percent increase over test year revenue of $420,536, to provide a 

$23,508 operating income and a 10.55 percent rate of return on a proposed $222,825 fair 
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value rate base (“FVRB”) which is also the Company-proposed original cost rate base 

(,‘OC””). 

Q. 
A. 

IV. 

Please provide a summary of Staffs Surrebuttal recommendations. 

The Staffs Surrebuttal revenue requirement of $44 1’8 10 represents an increase of $21,274 

or 5.06 percent over test year revenue of $420,536 to provide a $13,069 operating income 

and a 9.00 percent rate of return on a proposed $145,210 fair value rate base (“FVRB’’). 

Staffs Surrebuttal revenue requirement represents a $13,072 increase from its Direct 

Testimony. Staffs recommended rates would increase the typical 5/8 x 3/4-inch meter 

residential water bill with median usage of 3,088 gallons by $0.49 (2.48 percent), fi-om 

$19.78 to $20.27. 

RESPONSE TO REBUTTAL TESTIMONY OF MATTHEW ROWELL 

CUC Balance and Accumulated Amortization of CIAC 

Q. 

A. 

What is the Company proposing for CIAC and Accumulated Amortization of CLAC 

in its Rebuttal? 

The Company’s Rebuttal proposes $92,754 for CIAC and $53,720 for Accumulated 

Amortization of CIAC resulting in a $39,034 Net CIAC balance. The Company presents 

Schedule 1 that list CIAC and CIAC amortizations for the period beginning in 1999 and 

continuing through to December 31, 2012. The Company provided no support for the 

amounts presented in Schedule 1. The Company also asserts that Staff misinterpreted 

Decision No. 54526 and that the CIAC that Decision directed not to be amortized refers to 

additional advances to be converted to CIAC that are not included in Staff $76,247 CIAC 

balance. Further the Company claims that these additional CIAC amounts pertain to the 

Verde Village System that the City of Cottonwood condemned and that the CIAC 
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associated with the Verde Village System would have been conveyed with the 

condemnation. 

Q* 

A. 

Q. 

A. 

What is Staff's response to the Company's assertions regarding CIAC and 

Accumulated Amortization of CIAC? 

First, it appears that Staff and the Company agree that the CIAC related to the Verde 

Village System should not be included in rate base. Second, whether the CIAC balance 

should reflect amortization is determined by the Commission Orders. Staff has fbrther 

reviewed Decision Nos. 54526 and 70170' for the Company's prior two rate cases and 

concluded that Decision No. 54526 did not authorize amortization of CIAC; however, 

Decision No. 70170 did authorize amortization of CIAC. The latter authorization is 

inferred by the adoption of Staffs recommendations which included Staffs depreciation 

expenses. Staff Surrebuttal Schedule GTM-18 in that case shows that Staff deducted an 

amount for the amortization of CIAC in its calculation of depreciation expense. Thus, 

amortization of the $76,247 CIAC balance should have begun on the effective date of 

rates in the prior rate case, but not before that date. Staffs Surrebuttal reflects the 

accumulation of amortization from March 2008 through the end of the test year. 

How did Staff caIculate depreciation expense in Surrebuttal Schedule GTM-18 in the 

prior rate case? 

Schedule GTM-18 shows that Staff recommended $25,137 for depreciation expense. The 

recommended depreciation expense represents a gross (prior to CIAC amortization) 

depreciation of $30,063 reduced by $4,926 for the amortization of CIAC. The 

amortization of CIAC is calculated using a composite rate of depreciation expense. The 

' Docket N0.W-02060A-07-0256 (February 28,2008). 
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Q. 

A. 

composite rate is the depreciation expense for the test year divided by the amount of 

depreciable plant in the test year. 

What adjustment does Staff recommend for CIAC and Accumulated Amortization 

of CIAC? 

Staff recommends the CIAC balance adopted in Decision No. 70170 of $76,247 and an 

accumulated amortization of CIAC balance adjusted upward fkom $0 in Direct Testimony 

to $18,710. The accumulated amortization balance is based on the composite rate of 

depreciation expense for each annual period from March 1, 2008, through the end of the 

test year December 3 1 , 20 1 1 , as shown in Surrebuttal Schedule MJR-9. Amortization of 

CIAC in the test year of $3,514 is deducted from depreciation expense as shown in 

Surrebuttal Schedule MJR- 1 6. 

Real Property included in Rate Base 

Q. 

A. 

Did the Company’s Rebuttal Testimony propose to revise from its original 

application the amount of real property it i s  proposing to include in rate base? 

Yes. The Company’s original filing proposed including $35,665 for Land and Land 

Rights. Staff removed this amount entirely because the investment pertains to a parcel of 

land that is not used and usefbl, and the Company’s Rebuttal position agrees with Staffs 

determination for that parcel. However, in Rebuttal the Company claims that its books 

cany a balance of $85,599 for land, and therefore is requesting to include the $49,934 

($85,599 - $35,665) balance in rate base. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Surrebuttal Testimony of Mary J. Rimback 
Docket No. W-02060A-12-0356 
Page 6 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What support did the Company provide for its revised land request? 

The Company’s only support is Schedule 3 attached to the Rebuttal Testimony of 

Company witness Mr. Matthew Rowel1 and a statement that this is a reasonable amount 

considering that its wells and booster pumps are positioned on land. 

Does Staff consider the Company’s support for its land request adequate? 

No. The Company should provide support showing the owner’s name, date(s), transaction 

values, locations and dimensions of the claimed land along with an explanation of the 

plant located on each parcel. Also if this land is for utility use, the Company should 

explain why its Schedule 3 shows five sales transactions reducing the land account 

balance. 

What does Staff recommend? 

Staff continues to recommend disallowance of all amounts the Company requests for 

including land in rate base 

Bad Debt Expense 

Q. 

A. 

Q. 
A. 

Did the Company’s Rebuttal Testimony introduce a new request for bad debt 

expense? 

Yes, the Company in its Rebuttal Testimony is requesting $4,049 for bad debt expense - 

all of which it recorded in October of 201 1. 

What are Staff’s comments regarding bad debt expense? 

Bad debt expense typically varies significantly fkom year to year for various reasons 

including the variances in the consistency used by the Company to write-off receivables. 

Thus, it is appropriate to review a multi-year history of bad debts to determine whether a 
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normalized amount is more representative of the likely on-going amount versus the actual 

test year amount. In response to Staff data request MJR 2-1, the Company provided 

support to the following write-offs by year: 2007, $43; 2008, $1,488; 2009, $4,079 and 

2010, $2,048 which Staff calculated as approximately 0.46 percent of revenue. 

Accordingly, Staff concludes that normalizing bad debt expense at 0.46 percent of 

revenues is appropriate. 

Q. 
A. 

What does Staff recommend for bad debts expense? 

Staff recommends $1,934 for test year bad debt expense, as shown in Surrebuttal Schedule 

MJR-24 and recognition of a 0.46 percent bad debt rate in the gross revenue conversion 

factor, as shown in Surrebuttal Schedule MJR-2. 

Plant Disallowance 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Did Staff request the Company to provide support for all plant additions since the 

end of the test year (December 31,2006) in the prior rate case? 

Yes, Staff requested invoices to support all amounts added to plant since test year 2006. 

Did the Company provide invoices to verify all of its plant additions from 2006 

through the test year? 

Not completely, the Company provided invoices for $97,600 of the $100,635 plant 

additions in its application, a shortfall of $3,035. 

Did Staffs recommended $11,818 disallowance its Direct Testimony include this 

$3,035 shortfall? 

Yes. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 
20 
21 
22 
23 

2L 

2: 

2( 

2: 

22 

Surrebuttal Testimony of Mary J. hmback 
Docket No. W-02060A-12-0356 
Page 8 

Q. 

A. 

Q- 
A. 

Q. 

A. 

Does Exhibit 4 in the Company s Rebuttal Testimony represent the invoice for the 

$3,035 shortfall as it claims? 

No. Exhibit 4 attached to the Company’s Rebuttal Testimony is a copy of an invoice 

amounting to $20,299. Handwritten on the invoice are the amounts: CLWC $6,766 and 

BWC $13,533 indicating that $6,766 pertains to Cordes Lakes and $13,533 pertains to 

Berneil Water Company (Cordes Lakes and Berneil Water Company (“BWC”) have 

common ownership). Neither of these amounts account for the $3,035 of missing invoices 

for the claimed plant. The $6,766.67 charge to Cordes Lakes is not the missing $3,035, 

and while Schedule 2 of the Company’s Rebuttal Testimony labels the amount of $13,533 

for Invoice No. S1016897 as a missing amount, as noted above, the handwriting on the 

invoice (Rebuttal Exhibit 4) indicates that the $13,533 amount is for BWC, not Cordes 

Lakes. 

Does the Company have a written capitalization policy? 

No. Staff asked the Company whether it had a written capitalization policy, and it replied 

that it did not have a written capitalization policy. In response to Staff Data Request 

MJR1-10, the Company gave the following explanation of its expense versus capitalized 

method: 

Almost all purchases are expensed or are considered section 179 property 
for tax purposes. The decision is based upon how long the items are 
expected to last. There is no written policy. During the test year a 
replacement pump was expensed for $5,200. 

How did Staff interpret the Company statement regarding capitalization versus 

expensing costs? 

The Company’s response indicates to Staff that its dollar capitalization threshold is greater 

than $5,200. However, absence of a written policy increases the potential for inconsistent 



1 

5 

6 

7 

~ 8 

9 

10 

11 

12 

13 

I 14 

I 15 

~ 16 

17 
I 18 

19 

20 ~ 

21 

22 

~ 23 
~ 

I 24 

25 

Surrebuttal Testimony of Mary J. Rimback 
Docket No. W-02060A-12-0356 
Page 9 

application of the Company’s capitalization policy. The statement also implies that the 

Company utilizes tax accounting versus the Commission authorized National Association 

of Regulatory Utility Commissioners (‘NARUC”) Uniform System of Accounts 

(“USON’). 

Q* 

A. 

Q. 
A. 

Is the Company’s proposed capitalization as shown in Exhibit 5 of its Rebuttal 

Testimony consistent with the explanation it provided Staff of its capitalization 

policy? 

No. The Company’s explanation of its capitalization policy indicates that it expenses 

instead of capitalizing amounts of $5,200 or less. Exhibit 5 shows the Company 

capitalizing the much lower amount of $865. The Company apparently does not 

consistently apply a capitalization policy, and its proposed capitalization of the costs as 

shown on Schedule 2 of its Rebuttal Testimony is not supported by its policy. 

What does Staff recommend regarding plant additions since the prior rate case? 

Staff continues to recommend the $1 1,8 18 disallowance of plant that it recommended in 

Direct Testimony. Staff also recommends that the Company adopt a written capitalization 

policy. 

Rate Case Expense 

Q. 

A. 

Did the Company newly propose an amount for rate case expense in its Rebuttal 

Testimony? 

Yes, the Company proposed to amortize $18,000 of rate case expense over three years, 

i.e., $6,000 per year. 
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Q. 

A. 

What does Staff recommenc ? 

Staff recommends approval of the Company’s request to include $6,000 for annual rate 

case expense as an amortization of $18,000 over three years, as shown in Surrebuttal 

Schedule MJR-22. Staff also recommends that the Order specify that no rate case expense 

from this case is to be included in rates in any future rate case. 

Post Test Year Plant 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Did the Company’s Rebuttal Testimony increase plant, accumulated depreciation 

and depreciation expense by amounts attributed to post-test year plant? 

Yes, the Company proposes to include in rate base post-test year plant in the amount of 

$16,324 ($7,680 for 2013 and $8,643 for 2012) and to increase accumulated depreciation 

by $2,641 and to increase depreciation expense by $1,560. 

Did the Company provide support for any of its requested post-test year plant? 

No. The Company needs to provide documentation of its proposed post-test year plant 

improvements for them to be considered in rates. 

What is Staffs recommendation? 

Staff recommends not including the Company’s proposed post-test year amounts in the 

rate base or expenses without adequate documentation. 

Accounting Expenses 

Q. Does the Company request in its Rebuttal Testimony an llicrease operating expense 

for outside accounting services? 

Yes, the Company requests to increase by $6,340, fi-om $3,660 to $10,000 its outside 

accounting services expense. 

A. 
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Q. 

A. 

What is Staff’s recommendation as to the outside accounting services? 

Staff recommends approval of the revised accounting services expense to $10,000 subject 

to the Company submitting documentation of entering a contract for accounting services 

prior to the date of the hearing in this rate proceeding, as shown in Surrebuttal Schedule 

MJR-23. 

Purchased Power Expenses 

Q. 

A. 

Q. 

A. 

Did the Company’s Rebuttal Testimony request a pro forma adjustment to increase 

purchased power expense? 

Yes, the Company requests a pro forma $917 increase in purchased power expense due to 

changes in the charges the Commission authorized in its power provider (APS) in 

Decision No. 73 183. 

Did the Company provide any support for the amount of its pro form request in its 

Rebuttal Testimony? 

No. While Staff supports the concept of recognizing a pro forma adjustment for the 

change in the rates charged by the Company’s power provider, the Company has not 

provided calculations to support its $917 quantification of the impact on its purchased 

power costs. Absent this support, Staff does not recommend adoption of this pro forma 

request. 

Revenue Requirement and Rate Design 

Q.  

A. Yes. 

Did Staff update its rate design to reflect its Surrebuttal revenue requirement? 
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Q. 

A. 

Q. 
A. 

Does Staff have any comments regarding the Company's Rebuttal Testimony 

pertaining to the issue of rate design? 

Yes. The Company's primary concern with Staffs rate design is that it does not provide 

the level of revenue stability the Company desires. To support its position the Company 

notes that Staff assigned all of the revenue increase to the second and third commodity 

rate tiers and the recommended rate design generates 41 percent of the revenue from the 

monthly minimum charges and 59 percent from the commodity charges. 

Staffs assignment of the entire revenue increase to the commodity rates was a function of 

the relatively small revenue increase. Since Staff typically targets generating 30 percent 

to 40 percent of the revenue from the minimum monthly charge, the 41 percent result is 

consistent with providing adequate revenue stability. Since Staff's Surrebuttal rate design 

generates more revenue than its direct rate design, Staff is now recommending increases to 

the monthly minimum charges for some meter sizes. In addition, Staff's Surrebuttal rate 

design reduces the break-over points to provide additional revenue stability. Staffs 

Surrebuttal rate design generates 41.6 percent of the revenue from the minimum monthly 

charges and 58.4 percent from the commodity rates. Staffs recommended rates are shown 

in Schedule MJR-24 and the typical bill analysis for %-inch meter customers is shown in 

Schedule MJR-25. 

Does this conclude your testimony? 

Yes, it does. 
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, 
REVENUE REQUl REM ENT 

I 

LINE 
- NO. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

DESCRIPTION 

Adjusted Rate Base 

Adjusted Operating Income (Loss)’ 

Current Rate of Return (L2 / LI)’ 

Required Rate of Return 

Required Operating Income (L4 * Ll)314 

Operating Income Deficiency ( ~ 5  - ~ 2 ) ~  

Gross Revenue Conversion Factor 

Required Revenue Increase (L7 * L6)b 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L8 + L9)7 

Required Increase in Revenue (%) 

Surrebuttal MJR-1 

(A) (5) 
COMPANY STAFF 
ORIGINAL ORIGINAL 

COST COST 

$ 496,789 $ 145,210 

0.00% -2.32% 

8.00% 9.00% 

$ 37,000 $ 13,069 

$ 68,000 $ 16,432 

1.2946 None 

77,000 -1 $ 

$ 403,993 $ 420,536 

$ 498,366 $ 441,810 

19.06% 5.06% 

References: 
Column (A): Company Schedule B-1 Rate Base, Revised E-2 (9/24/2012) Income Statement 
Column (B): Staff Schedule MJR-3 & MJR-1 1 

’ The Company’s application (Schedule A-I) uses Net Income as  Operating Income. 
The Company’s rate of return, a s  filed, is not a mathematical product of Operating Income 
divided by rate base. 
Rate base ($496,789) times ROR (8.0%) equals $39,743. 
The Company requests a $30,000 water loss repair surcharge and a $10,000 meter replacement 
surcharge. 
The Company’s amount is not mathematically correct. 
The Company’s amount is the  total of Required Operating Income and both surcharges ($37,000 + 
$30,000 + $10,000). However, the Company‘s request for a $30,000 water loss surcharge 
only extends for two years and the $10,000 meter replacement surcharge only extends for three years. 
Company’s amount represents test year revenue ($403,993) plus adusted operating loss 
($17,373) plus required operating income ($37,000) plus annual water loss surcharge ($30,000) 
pluse annual meter replacement surcharge ($1 0,000). 

2 

6 
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GROSS REVENUE CONVERSION FACTOR 

LINE 
- NO. DESCRIPTION 

p 
1 Revenue 
2 Uncoilecible Factor (Lme 11) 
3 Revenues (L1 - U) 
4 
5 Subtotal (L3 - L4) 
6 

Combined Federal and State Tax Rate (Line 17) + Property Tax Factor (Line 22) 

Revenue Conversion Factor ( L i  / L5) 

Cafculabon bf UncoNectrble Factor 

Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 

Uncoilecbble Factor (L9 L10 ) 

Calcu/ahon of Effectwe Tax Rate 
12 Operating lnmme Before Taxes (Anzona Taxable Income) 
13 Anzona State incnme Tax Rate 
14 Federal Taxable income (L12 - L13) 
15 Applicable Federal lnwme Tax Rate (Line 53) 
16 Effecbve Federal IncomeTax Rate (L14 x LIS) 
17 Combined Federal and State Income Tax Rate (L13 +L16) 

7 Unity 
8 
9 
10 Uncollectible Rate 
11 

Calculation of Effecfive Pmcedv Tax Factor 
18 Unity 
19 Combined Federal and State Tax Rate (Line 17) 
20 One Minus Combined Income Tax Rate (L18 - L19) 
21 Property Tax Factor (MJR-17. U4) 
22 Effective Property ?=Factor (L 21 * L 22) 
23 Combined Federal and State Tax and Property Tax Rate (L17+W) 

. , 

24 Required Operating lnmme (Schedule MJR-1, Line 5) 
25 AdjustedTest Year Operating Income (Loss) (Schedule MJR-11. Line 40) 
26 Required increase in Operating lnmme (U4 - U5) 

27 lnwme Taxes on Recommended Revenue (Col. (D), L52) 
28 Income Taxes on Test Year Revenue (Col. (B), L52) 
29 Required Increase in Revenue to Provide for Income Taxes ( U 7  - U8) 

30 Recornmended Revenue Requirement (Schedule MJR-1, tine 10) 
31 Unwllectible Rate (Line 10) 
32 Unwllectlbie Expense on Recommended Revenue (L24 * L25) 
33 Adjusted Test Year Uncollectible Expense 
34 Required Increase in Revenue to Provide for Uncoliectible Exp. (L32 ~ L33) 

35 Property Tax with Recommended Revenue (MJR-17, L19) 
36 Property Tax on Test Year Revenue (MJR-17, L 16) 
37 lncreasee in Property Tax Due to increase in Revenue (MJR-17. L22) 

38 Total Required Increase in Revenue (L26 + L29 + L34+L37) 

Calculation of lncome Tax: 

39 Revenue (Schedule MJR-11, Col.(C). Line 5 & Sch. MJR-1, Coi. (E), Line 101 
40 Operating Expenses Exduding Income Taxes 
41 Synchronized Interest (L47) 
42 Arizona Taxable Income (L36 - L317- L38) 
43 Arizona State Income Tax Rate 
44 Arizona Income Tax (L39 x L40) 
45 Federal Taxable income (L42- L43) 
46 Federal Tax on First lnwme Bracket ($1 - $50,000) Q 15% 
47 Federal Tax on Second Income Bracket ($50,001 - $75,000) Q 25% 
48 Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% 
49 Federal Tax on Fourth inwme Bracket ($100,001 - $335.000) Q 39% 
50 FederaiTax on Filth Income Bracket ($335,001 -$lO,OOO,OOO) Q 34% 
51 Total Federal Income Tax 
52 Combined Federal and State lnwme Tax (L44 + L51) 

100.0000% 
0.3638% 

99.6362% 
22.3951 % 
77.2412% 
1.294647 

100.0000% 
20.9228% 
79.0772% 

0.4600% 
0.3638% 

100.0000% 
6.9680% 

93.0320% 
15.0000% 
13.9548% 
20.9228% 

14723% 
22.3951 56 

$ 13.069 
0 (3.3631 

$ 16,432 

$ 3,458 
$ (890) 

$ 4,348 

Surrebuttal MJR-2 

$ 441,810 

$ 2,032 
0.4600% 

$ 1,934 
$ 98 

$ 23,825 
$ 23,429 

$ 396 

$ 21.274 

STAFF 
Test Year Recommended 

$ 420,536 $ 21,274 $ 441,810 
$ 424,789 $ 425,283 
$ $ 
$ (4.253) $ 16,527 

6 9680% 6.9680% 
$ (296) $ 1.152 

$ (593) 
$ (890) 

53 Applicable Federal Income Tax Rate [Col. (D). L51 - Col. (B), L51]/ [Col. (C), L45 - Coi. (A), L45] 

Calculaton of Interest Svnchronization 
54 Rate Base (Scnedule MJR-3. Col. (C). Line 17) 
55 Weighted Average Cost of Den 
56 Synchronized Interest (L54 X L56) 

$ 145,210 
0.00% 

c 

$ 15,375 
$ 2,306 
$ 

$ 
$ 
$ 

. -  

$ 2,306 
$ 3,458 

15.0000% 
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RATE BASE - ORIGINAL COST 

LINE 
- NO. 

1 Plant in Service 
2 Less: Accumulated Depreciation 
3 Net Plant in Service 

LESS: 

Contributions in Aid of Construction (CIAC) 

- 
4 
5 Less: Accumulated Amortization 
6 Net CIAC 

7 

8 Customer Deposits 

9 Deterred Income Tax Liabilites 

Advances in Aid of Construction (AIAC) 

- ADD: 

10 Unamortized Finance Charges 

1 1 Deferred Tax Assets 

12 Working Capital 

17 Original Cost Rate Base 

( 4  
COMPANY 

AS - FILED 

$ 601.634 
1391712 

$ 461,922 

$ 

(B) 

STAFF 

Surrebuttal MJR-3 

(C) 
STAFF 

AS . .- 
ADJUSTMENTS REF ADJUSTED 

$ 535,389 $ 1,137,023 
755,284 894,996 

$ (219,895) $ 242,027 

$ 535,389 $ 1,137,023 
755,284 894,996 

$ (219,895) $ 242,027 

$ 76,247 $ 76.247 
18,710 18,710 
57,537 57,537 

21,110 

18,170 

74,147 

$ 496,789 

(74,147) 

$ (351,579) 

21,110 

18,170 

$ 145,210 

References: 
Column (A), Company Schedule B-I, 
Column (B): Schedule MJR-4 
Column (C): Column (A) Column IRI 
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RATE BASE ADJUSTMENT #I - REMOVE NON-USED AND USEFUL LAND 

Line 
- No. 

1 Land 

DESCRIPTION 

References: 
Col [AI: Company Schedeule B-1 

Col [C]: MJR Testimony 
COI [BJ: COI [C] - COI [A] 

Surrebuttal MJR - 5 

[AI 183 [CI 
STAFF STAFF COMPANY 

PROPOSED ADJUSTMENTS RECOMMENDED 

$ 35,665 $ (35,665) $ 
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RATE BASE ADJUSTMENT #2 REINSTATE USED AND USEFULL PLANT 

LINE ACCT 
NO. - NO. 
1 31 1 
2 331 
3 333 
4 347 

5 

[AI 
COMPANY 
2006 Balance 

AS 
FILED DESCRIPTION - ,  

Pumping Equipment $ 10,558 
Transmission & Distribution Mains 9,444 
Services 
Miscellaneous Equipment 

Totals 

Surrebuttal MJR-6 

PI IC1 
Decision No. 

70170 
STAFF STAFF 

ADJUSTMENTS RECOMMENDED 
$ - $  10,558 

562,940 572,384 
19,350 19,350 

582 582 

$ 20,002 $ 582,872 $ 602,874 

[A]: Company Schedule E-5 and Detail 11/8/2012 

[C]:MJR Testimony 
[B]: COI [C] - COI [A] 
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I RATE BASE ADJUSTMENT #3 NET PLANT ADDITIONS 

LINE ACCT 
- NO. - NO. DESCRIPTION 

1 331 Transmission & Distribution Mains 
2 334 Meters & Meter Installation 
3 339 Other Plant & Misc. Equipment 
4 340 Office Furniture & Equipment 

5 Totals 

[A]: Company Schedule E-5 and Detail provided 11/8/2012 
[B]: COl [C] - COl [A] 
[C]:MJR Testimony 

[AI 
COMPANY 

Surrebuttal MJR-7 

Additions STAFF STAFF - .. .. . 
11/8/2012 ADJUSTMENTS RECOMMENDED 

$ 5,655 $ 3,898 $ 9.553 , -  

35,253 (16,025) 19,228 
5,166 1,235 6,401 
2,537 (926) 1,611 

$ 48,611 $ (11,818) $ 36,793 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

* ,  

Surrebuttal M JR-8 

RATE BASE ADJUSTMENT #4 - ACCUMULATED DEPRECIATION 

[AI PI [CI 
LINE COMPANY STAFF STAFF 
- NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Accumulated Depreciation $ 139,712 $ 755,284 $ 894,996 

References: 
Col [A]: Company Schedule B-1 

Col [C]: MJR Testimony, 
COI [B]: COI [C] - COI [A] 

/ 
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RATE BASE ADJUSTMENT #5 - ClAC AND ACCUMULATED AMORTIZATION OF CIAC 
I 

Surrebuttal MJR-9 

LINE 
- NO. DESCRIPTION 

1 Contributions in aid of construction 

[AI P I  IC1 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ - $  76,247 $ 76,247 

2 Accumulated Amortization of ClAC $ - $  18,710 $ 18,710 

References: 
Col [A]: Company Schedeule B-I 

Col [C]: Decision 70170 
COI [B]: COI [C] - COI [A] 
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RATE BASE ADJUSTMENT #6 -WORKING CAPITAL ALLOWANCE 

LINE 
NO. DESCRl PTl ON - 

1 Working Capital Allowance 

Surrebuttal MJR-IO 

IA1 PI PI 
COMPANY STAFF I STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 74,147 $ (74,147)’ $ 

References: 
Col [A]: Company Schedeule B-I 

Col [C]: MJR Testimony 
COI [B]: Cot [C] - Cot [A] 
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OPERATING INCOME STATEMENT -ADJUSTED TEST YEAR AND STAFF RECOMMENDED 

3 

[AI IS1 IC1 [Dl 
COMPANY STAFF 

1 
2 

. 3  
4 
5 

6 
7 
10 
11 
13 
14 
15 
16 
-17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

LINE - NO. DESCRIPTION 

REVENUES: 
Metered Water Sales 
Received for Contract Labor 
Miscellaneous Revenue 
Total Operating Revenues 

OPERATING EXPENSES: 
Payroll 
Contract Labor 
Emplloyee Benefits 
Purchased Power 
Repairs and Maintenance 
Office Supplies and Expense 
Outside Sevices - Accounting 
Outside Sevices - Billing Services 
Outside Sevices - Computer Programming 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
insurance - Heaith and Life 
Rate Case Expense 
Regulatory-Expense 
Misc Expense - Permits 
Misc Expenese - Travel 
Misc. Expenses - Utilities except Electricity 
Misc. Expenses - Bank Charges 
Misc. Expenses - Payroll Services 
Depreciation Expense 
Payroll Taxes 
Taxes other than Income (Sales Tax) 
Property Taxes 
Income Tax 

Interest Income 
interest Expense 

Total Operating Expenses 
Operating Income (Loss) 

ADJUSTED STAFF TEST YEAR STAFF 
TEST YEAR TEST YEAR AS P R 0 P 0 SED 

AS FILED ADJUSTMENTS ADJUSTED CHANGES 

$ 403,353 $ 9,093 $ 412,446 $. 21,274 
167,692 (167,692) 

640 7,450 8,090 
$ 571,685 $ (151,149) $ 420,536 $ 21,274 

$ 309,095 $ 
10,312 
29,422 
31,723 
12,650 
14,491 
3,660 

24,118 
3,511 
1,806 

28,150 
8,995 

33,033 
14,936 

2,000 

3,391 
1,304 

859 
37,195 

175 

18,187 
45 

(1 67,692) 

1,012 

6,340 

4,052 

6,000 

1,934 

(22,162) 

141,403 $ 
10,312 
29,422 
31,723 
13,662 
14,491 
10,000 
24,118 
3,511 
5,858 

28,150 
8,995 

33,033 
14,936 
6,000 

2,000 

3,391 
3,238 98 

859 
15,033 

175 

5,242 23,429 396 
(935) (890) 4,348 

1,050 1,050 

$ 589,058 $ (165,159) $ 423,899 $ 4,842 
$ (17,373) $ 14,010 $ '(3,363) $ 16,432 

References: 
Column (A): Company Revised Schedule E-2, 11/8/2012 
Column (B): Schedule Surrebuttal MJR-12 
Column (C): Column (A) + Column (6)  
Column (D): Surrebuttal Schedules MJR-1 and MJR-2 
Column (E): Column (C) + Column (D) 

Surrebuttal MJR-1 I 

[El 

STAFF 
RECOMMENDED 

$ 433,720 

8,090 
$ 441,810 

$ 141,403 
10,312 
29,422 
31,723 
13,662 
14,491 
10,000 
24,118 
331 1 
5,858 

28,150 
8,995 

33,033 
14,936 
6,000 

2,000 

3,391 
3,336 

859 
15,033 

175 

23,825 
3,458 

1,050 

!§ 428,741 
$ 13,069 
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CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

Surrebuttal MJR-13 

OPERATING INCOME ADJUSTMENT #I - REMOVE NON-UTILITY REVENUES AND EXPENSES FOR CONTRACT LABOR 
[AI P I  IC1 

LINE COMPANY STAFF STAFF 
- NO DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Contract Labor Revenue 
2 Payroll 
3 Operating Income Affect 

$ 167,692 $ (167,692) $ 
$ 167,692 (167.692) $ 
$ $ $ 

References: 
Col [A]: Company Schedeule E-2 

Col [C]: MJR Testimony 
COl [B]: COl [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #2 - NORMALIZATION OF REPAIRS & MAINTENANCE EXPENSES 

LINE 
- NO. DESCRIPTION 

1 Repairs & Maintenance 

2 
3 
4 
5 

6 

Repairs & Maintenance - Company’s Test Year: 201 1 
Repairs & Maintenance - 2010 Annual Stmt 
Repairs & Maintenance - 2009 Annual Stmt 
Repairs & Maintenance expenses, past three years 

Average Repair & Maintenance expense (line 513) 

References: 
Col [A]: Company Schedeule C-1 

Col IC]: Normalized Repairs & Maintenance Expense Col [C] L6. 
COI [B]: Col [C] - Col [A] 

Surrebuttal MJR-14 

[AI [BI IC1 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 12,650 $ 1,012 $ 13,662 

$ 12,650 
17,221 
11,116 

$ 40,987 

$ 13,662 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 I 

OPERATING INCOME ADJUSTMENT #3 - METERED REVENUE I 
LINE 
- NO. DESCRIPTION 

1 Metered Revenue 

References: 
Col [A]: Company Schedule E-2 Revised 9/24/2012 

Col [C]: MJR Testimony 
COI [B]: COI [C] - COI [A] 

[AI 
COMPANY 

Surrebuttal MJR-15 

[BI 
STAFF 

PROPOSED ADJUSTMENTS RECOMMENDED 

[Cl 
STAFF 

$ 403,353 ' $ 9,093 $ 412,446 

Bill Count Revenue 
314 inch Meter $ 404597 
Bill Count Revenue 
314 inch Meter $ 404,597 
1 inch Meter 2,397 
2 inch Meter 5,452 
Subtotal $ 412,446 

1 inch Meter 
2 inch Meter 
Subtotal 

- . , _ _ _  
2,397 
5,452 

$ 412.446 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,2011 

OPERATING INCOME ADJUSTMENT #4 - DEPRECIATION EXPENSE 

Surrebuttal MJR-16 

Line ACCT 
No. NO. DESCRIPTION 

Plantin Service 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 

, 18 

I 

I 32 
33 
34 
35 

LINE 
- NO. 

36 

301 Organization 
302 Franchises 
303 Land and Land Rights 
304 Structures & Improvements 
305 Collecting & Impounding Reservoirs 
306 Lakes, Rivers, Other Intakes’ 
307 Wells and Springs 
308 Infiltration Galleries and Tunnels 
309 Supply Mains 
310 Power Generation Equipment 
31 1 -Pumping Equipment 
320 Water Treatment Plant 
330 Distribution Reservoirs & Standpipes 
331 Transmission & Distribution Mains 
333 Services 
334 Meters 8, Meter Installation 
335 Hydrants 
336 Backilow Preventiin Devices 
339 
340 Office Furniture & Equipment 
341 Transportation Equipment 
342 Stores Equipment 
343 Tools, Ship & Garage Equipment 
344 Laboratory Equipment 
345 Power Operated Equipment 
346 Communication Equipment 
347 Miscellaneous Equipment 
348 Other Tangible Plant 

Other Plant 8 Misc. Equipment 

Subtotal General 
Less: Non- depreaable Account(s) (L3) 
Depreciable Plant (L29-130) 

Contributions-in-Aid-of-Construction (CIAC) Per 
Decision No. 54526 (1/28/1985) - Not Amortized 
Composite Depredation/Amortization Rate 

Less: Amortization of CIAC (L32 x L33) 

[AI [Bl fC1 
Depreciable Projected 

AMOUNT Amount RATE EXPENSE 

$ - $  

6,657 4,400 

167,348 151,979 

26,588 16,030 

141,632 94,458 
581.937 19,442 

19,350 
54.817 47.078 

60,550 60,550 
6,101 6,101 

71,461 2,412 

582 

$ 1,137,023 $ 402,450 

$ 1,137,023 $ 402,450 

$ 76,247 
4.61% 

Depreciation Expense - STAFF [Col. (C), U 9  - L34] 

[AI 

DESCRIPTION 

Depreciation Expense 

COMPANY 
PROPOSED 

0.00% $ 
0.00% 
0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 

12.50% 
3.33% 
2.22% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
0.00% 

$ 

147 

5,061 

2,004 

2,097 
389 

3,922 

4,039 
407 
482 

18,547 

$ 3,514 
s 15,033 

P I  [CI 
STAFF STAFF 

ADJUSTMENT RECOMMENDED 

$ 37,195 $ (22,162) $ 15,033 

References: 
Col [A]: MJR4 
Col [B]: Decision No. 70170 and updated Plant Schedules 
Col [C]: MJR Testimony 



I CORDES LAKES WATER COMPANY 
I Docket No. W-0206OA-12-0356 

I Test Year Ended December 31,201 1 

OPERATlNG INCOME ADJUSTMENT #5 - PROPERTY TAXES 

LINE 
NO. 

Surrebuttal MJR-17 

STAFF (C) 
Property Tax Calculation 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Surrebuttal MJR-18 

OPERATING INCOME ADJUSTMENT #6 - TEST YEAR INCOME TAXES 

[BI IC1 
STAFF 

[AI 
LINE COMPANY STAFF 
- NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Income Tax Expense $ 45 $ (935) $ (890) 

References: 
Col [A]: Company Schedeule E-2 Revised 9/24/2012 

Col [C]: Schedule MJR-2, Line 43 
Col [B]: COl [C] - COI [A] . 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #7 WATER TESTING 

LINE . 

- NO. DESCRIPTION 

1 Water Testing Expense 

References: 
Col [A]: Company Schedule E-2 

Col [C]: Engineering Report 
Col [E]: Col IC] - Col [A] 

Surrebuttal MJR-19 

[AI 161 IC1 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 1,806 $ 4,052 $ 5,858 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31, 201 1 

OPERATING INCOME ADJUSTMENT #8 - NON-METERED REVENUE FEES 

LINE 

NO. ,. 

I 
2 
3 
4 
5 

6 

1 4  
COMPANY 

PROPOSED 
DESCRIPTION 9/24/2012 

Mise Income Net $ 640 
Establishment 
Reconnection 
After Hours Reconnection 
Re-Establishment 

P I  
STAFF 

ADJUSTMENTS 

$ (640) 
$ 6,825 
$ 1,045 
$ 150 
$ 70 

Surebuttal MJR-20 

STAFF 
RECOMMEND ED 

$ 
. 6,825 

1,045 
150 
70 

$ 640 $ 7,450 $ 8,090 1 

Mise Income Net 
Establishment 
Reconnection 
After Hours Reconnection 
Re-Establishment 

COMPANY 
Revised 

8/17/2012 
$ 

6,825 
1,045 

150 
70 

i-’ 

References: 
Col [A]: Company Schedeule A-2 (B) 

Col [C]: Schedule Column A plus Column B 
COI [B]: COI [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

Surrebuttal MJR-21 

OPERATING INCOME ADJUSTMENT #9 - INTEREST ON CUSTOMER DEPOSITS 

- NO. DESCRIPTION 

$ 1,050 $ 1,030 1 Interest on Customer Deposits $ 

COWANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

References: 
Col [A]: Company Schedeule A-2 (B) 

Col [C]: MJR Testimony 
COI [B]: COl [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356- 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT # I O  - RATE CASE EXPENSE 

LINE 

- NO. DESCRIPTION 

1 Rate Case Expense 

References: 
Coi [A]: Company Schedule E-2 

Col [C]: MJR Surrebuttal Testimony 
COI [B]: COI [C] - Cot [A] 

[AI 

COMPANY 
PROPOSED 

!$ 

Surrebuttal MJR-22 

STAFF STAFF 
ADJUSTMENTS RECOMMENDED 

$ 6,000 !$ 6,000 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 I 

Surrebuttal MJR-23 

OPERATING INCOME ADJUSTMENT #? ? - OUTSIDE ACCOUNTING SERVICES 

LINE 

- NO., 
1 

STAFF STAFF COMPANY 

DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 10,000 Outside Sevices - Accounting $ 3,660 $ 6,340 $ 

References: 
Col [A]: Company Schedule E-2 

Col [C]: MJR Surrebuttal Testimony 
COI [B]: COI [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #I2 - BAD DEBT EXPENSE 

LINE 

NO. 

1 
2 
3 

DESCRIPTION 
COMPANY STAFF 
PROPOSED ADJUSTMENTS 

Surrebuttal MJR-24 

STAFF 
RECOMMENDED 

Mise. Expense - Bank Charges $ 1,304 $ -  $ 1,304 
Bad Debt Expense 
Total 

$ 1,934 1,934 
$ 1,304 $ 1,934 $ 3,238 

$ 43 Write-off in 2007 

1,488 Write-off in 2008 
4,079 Write-off in 2009 
2,048 Write-off in 2010 

$ 7,658 
4.00 Years 

$ 1,914 
$ 420,536 Test Year Revenue 

0.46% Average write-off rate 

References : 
Col [A]: Company Schedule E-2 

Cot [C]: MJR Surrebuttal Testimony 
COI [B]: Cot IC] - Col [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Surrebuttal-MJR-25 
Page 1 of 2 

RATE DESlGN 
, 

Present -Proposed Rates- 

I 

Monthly Usage Charge 
518" x 314" Meter 

314" Meter 
1" Meter 

1 x '  Meter 
2" Meter 
3" Meter 
4" Meter 
6" Meter 
8" Meter 

10" Meter 
12" Meter 

Gallons Included in Minimum 

Commoditv Rate Charqe 

3/4" Meter 
Company 
Tier 1 
Tier 2 
Tier 3 Over 8,000 gallons 
staff 
Tier 1 
Tier 2 
Tier 3 Over 8,000 gallons 

1" Meter 
Company 
Tier 1 
Tier 2 Over 18,OOO gallons 
Staff 
Tier 1 
Tier 2 Over 10,000 gallons 

1%" Meter 
Company 
Tier 1 
Tier 2 Over 43,500 gallons 
Staff 
Tier 1 
Tier 2 Over 17,000 gallons 

2" Meter 
Company 
Tier 1 
Tier 2 Over 75,000 gallons 
Staff 
Tier 1 
Tier 2 - Over 26,000 gallons 

3" Meter 
Company 
Tier 1 
Tier 2 Over 160,000 gallons 
Staff 
Tier 1 
Tier 2 Over 50,000 gallons 

4" Meter 
Company 
Tier 1 
Tier 2 Over 290,000 gallons 
Staff 
Tier I 
Tier 2 Over 75,000 gallons 

6" Meter 
Company 
Tier 1 
Tier 2 Over 530,000 gallons 
Staff 
Tier 1 
Tier 2 Over 150,000 gallons 

From 0 to 3,000 gallons 
From 3,001 to 8,000 gallons 

From 0 to 3,000 gallons 
From 3,001 to 8,000 gallons 

From 0 to 18,000 gallons 

From 0 to 10,000 gallons 

From 0 lo 43,500 gallons 

From 0 to 17,000 gallons 

From 0 to 75,000 gallons 

From 0 lo 26,000 gallons 

From 0 to 160,000 gallons 

From 0 to 50,000 gallons 

From 0 to 290,000 gallons 

From 0 to 75,000 gallons 

From 0 lo 530,000 gallons 

From 0 to 150,000 gallons 

Rates Company 
NIA NIA 

$ 11.00 $ 13.50 
19.50 24.50 
39.00 48.75 

, 62.50 78.00 
125.00 156.00 
220.00 275.00 
390.00 485.00 
NlA NIA 
NIA NIA 
NIA NIA 

Staff 
NIA 

$ 11.50 
20.00 
39.00 
62.50 

125.00 
192.50 
385.00 

NIA 
NIA 
NIA 

0 0 0 

2.80 3.30 
4.30 5.25 
5.00 6.00 

2.80 
4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 

4.30 5.25 
5.00 6.00 

4.20 
7 6.45 

4.30 5.25 
5.00 6.00 

4.20 
6.45 



MJR-25 
Page 2 of 2 

NIT NIT 
520.00 &me as staff 
610.00 Same as staff 
855.00 same as staff 

1,515.00 Same as staff 
2,195.00 Same as staff 
3,360.00 Same as Staff 

6,115.00 Same as Staff 

" I .  " 

RATEDESIGN- , ~ I 

. I  

.. . 

Service Meter 
Installation Total Line 

N I l  N l l  N l l  
426.00 198.00 624.00 
486.00 246.00 732.00 
528.00 498.00 1,026.00 
720.00 1,098.00 1,818.00 
930.00 1,764.00 2.694.00 

1,332.00 2,700.00 4,032.00 
2,000.00 5,350.00 7,350.00 

Service Line and Meter Installation Charges 
518" x 3/4" Meter 

314" Meter 
I" Meter 

1 x" Meter 
2" Meter 
3" Meter 
4" Meter 
6 Meter 

Service Charges 
Establishment 
Establishment (After Hours) 
Reconnection (Delinquent) 
Rewnnection (Delinquent) After Hours 
NSF Check 
Meter Re-Read (If Correct) 
Meter Test (If Correct) 
Deferred Payment (per Month) 
Deposri Amount 
Deposit Interest 
Re-Establishment (Wtthin 12 Months) 
Late Fee (per Month) 
Road Cutting or Bonng 
After Hours Service Charge (Customer Request) 

Monthly Service Charge for Fire Sprinkler 
4" or Smaller 
6 
8" 
Io" 
Larger than 10" 

$25.00 
$35.00 
$15.00 
$25.00 
$12.50 
$10.00 
$25.00 

1.5% 

* 

1.5% 
cost 
NIT 

NT = No Tariff 

$0.00 
0.00 
0.00 
0.00 
0.00 

* Per Commission Rules (R14-2403.5) .. Months off system times the minimum (R14-2403.0) ... 1.5% on the unpaid balance per month 
.+.. 2.00% of Monthly Minimum far a Comparable Sized M e r  Connection, 

but no less than $10.00 per month. The Service Charge for Fire Sprinklers 
is only applicable for service lines seperate and distinct from the primary 
water service line. 

$30.00 
$40.00 
$20.00 
$30.00 
$15.00 
$12.00 
$30.00 

1.5% 

x 

1.5% 
cost 
NIT 

$0.00 
0.00 
0.00 
0.00 
0.00 

$30.00 

$2O.W 

$15.00 
$12.00 
$30.00 

NT 

NT 

... 

.. 
.+. 

cost 
$35.00 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,2011 

Surrebuttal MJR-26 

TYPICAL I .  BILL A67ALYSIS L .  

General Service 3/4 - lnch Meter 

Average Number of Customers: 1,291 

Present Proposed 3 Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 4,169 $24.42 $29.54 $5.1 1 20.92% 

Median Usage 3,088 $1 9.78 $23.86 $4.08 20.65% 

Present & Proposed Rates (Without Taxes) 
General Service 3/4 - Inch Meter 

Gallons 
Consumption 

0 
1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,050 

10,000 
t 5,000 
20,000 
25,000 
50,000 
75,000 

125,000 
150,000 
175,000 
200,000 

100,000 

Present 
Rates 

$1 1 .oo 
13.80 
16.60 
19.40 
23.70 
28.00 
32.30 
36.60 
40.90 
45.90 
50.90 
75.90 

100.90 
125.90 
250.90 
375.90 
500.90 
625.90 
750.90 
875.90 

T ,000.90 

Company 
Proposed 

Rates 
$13.50 

16.80 
20.10 
23.40 
28.65 
33.90 
39.4 5 
44.40 
49.65 
55.65 
61.65 
91.65 

121.65 
151 6 5  
301.65 
451.65 
60 1.65 
751.65 
901.65 

1,051.65 
1,201.65 

% 
Increase 

4.55% 
3.62% 
3.01% 

1.69% 
1.07% 
0.62% 
0.27% 
0.00% 
3.16% 
5.70% 

13.37% 
17.24% 
19.58% 
24.27% 
25.84% 
26.63% 
27.10% 
27.42% 
27.64% 
27.81% 

2.58% 
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A Z  C02P COMMtSSI1, * 

N THE MATTER OF THE APPLICATION OF 
2ORDES LAKES WATER COMPANY FOR 
4PPROVAL OF A RATE INCREASE. 

L.--. * -_ - 

DOCKET NO. W-02060A-12-0356 

JOINT STIPULATION 

The Utilities Division (“StafY) of the Arizona Corporation Commission (“Comission”) and 

Zordes Lakes Water Company (“Company”) file this joint stipulation resolving several areas and 

ha1 schedules that reflect those resolutions. 

Prior to the evidentiary portion of the proceeding on June 13,2013, the Company and Staff, at 

$e suggestion of the Administrative Law Judge, entered into discussions to resolve certain issues that 

lad arisen based on the prefiled testimony in this docket. Following these discussions, the parties 

indicated that they had reached a resolution on the issues which had arisen in the proceeding, and it 

was indicated that after a brief continuance a Joint Stipulation which addresses the relevant issues 

would be filed. 

In summary, Staff and the Company agree to an increase in revenue of $27,182 (6.46 percent) 

Dver test year revenue of $420,536. Test year revenues result in a loss of $6,213, and expenses of 

$426,750. Staff and the Company agree to proposed revenues of $447,7 18 and expenses of $432,966 

for an operating income of $14,752 and a 9.0 percent rate of return on stipulated FVRB and OCRB 

of $163,913. This level of revenue provides an operating margin of 3.3%. Recommended rates 

increase the typical 5 /8 x %-inch meter residential water bill with a median usage of 3,088 by $.90 

(4.53 percent) from $19.78 to $20.67. 

During the hearing that commenced on June 13, 2013, Staff placed into the record, certain 

areas of agreement between Staff and the Company. These areas are memorialized as follows: 

... 
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6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

c. 

[I. 

[II. 

[V. 

51. 

REVENUE REQUIREMENT AND RATE BASE. 

A. Post Test Year Plant: The Company and Staff agree to the inclusion into rate base of 

$16,324. 

Capitalization: Staff and the Company agree that Staffs rate base adjustment no. 3 

which originally totaled negative $11,818 will be negative $8,085 reflecting S W s  

agreement to capitalize certain expenditures it previously considered to be expenses. 

B. 

OPERATING INCOME STATEMENT. 

A. Staff and the Company agree to Bad Debt of $2,528 and a 1.2965 gross revenue 

conversion factor which includes an uncollectable component of 0.4745%. 

Staff and the Company agree to an increase in Purchase Power Expense of $917 to 

reflect the increase in APS’ rates. 

Outside Services Accounting: Staff and the Company agree to an adjustment of $6,340 

to reflect the Company’s procurement of outside accounting services. 

B. 

C. 

RATE DESIGN 

The Company and Staff agree to the rate design as reflected in the attached schedule. 

COST OF CAPITAL. 

A. The Company and Staff agree to a return on equity of 9.0. The Company 2 capital 

structure is 100% equity. 

FINANCING. 

The Company has agreed to file an application for financing approval for certain 

mprovements relating to water loss, in 6 months fiom the date of a Commission order in this matter. 

3taff and the Company agree that the Company may seek financing from a lender of its choice, on the 

:ondition that any interest rate assessed would be within 2% of the interest rate assessed by the Water 

nfiastructure Finance Authority. Staff and Company agree that the docket should be left open for the 

nclusion of a surcharge sufficient to provide a 1.50 Debt Service Coverage Ratio (“DSC”), which 

will be placed within the monthly minimum. 

. .  

.. 
2 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

I 25 

26 

27 

28 

, 
I 

n. CC&N EXTENSION. 

Cordes Lakes is currently providing service to customers outside its Certificate of 

Zonvenience and Necessity (,‘CC&N’) in the Southwest Quarter of the Northwest Quarter of Section 

!4, Township 11 North, Range 2 East of the Gila and Salt River Base and Meridian, Yavapai County, 

irizona. The Company agrees that it will file an application to extend its CC&N to include this area 

Yithin 180 days of the date of a decision in this matter 

lI1. ENGINEERING ISSUES. 
- 

A. Staff recommends that the Company closely monitor its water system to ensure that 

pump over-cycling does not occur due to inadequate pressure tank capacity. The 

Company agrees that prior to filing its next rate case, it will review the sizing of its 

pressure tanks and file, with the Commission’s Docket Control as a compliance item 

in this docket, the results of its review including actions the Company plans to take to 

prevent pump over-cycling. 

The Company agrees that it will file with Docket Control, as a compliance item in this 

docket and within 45 days of the effective date of a decision in this proceeding, at least 

five BMPs in the form of tariffs that substantially conform to the templates created by 

B. 

Staff for Commission’s review and consideration. 

VIII. BOOKS AND RECORDS. 

The Company agrees that it will keep its books and records in accordance with the National 

4ssociation of Regulatory Utility Commissioners Uniform System of Accounts. 

The schedules reflecting the foregoing are attached. 

RESPECTFULLY SUBMITTED this 8th day of July, 2013. 

Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
(602) 542-3402 

3 



1 

2 

3 

I 4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

~ 

I 20 

21 

22 

23 

24 

25 

26 

27 

28 

FENNEMORE C m G ,  P.C. 
2394 E. Camelback Road, Ste. 600 
Phoenix, Arizona 85016-3429 
Attorneys for Cordes Lakes Water Company 
(602) 916-5000 

3rigind and thirteen (1 3) copies 
)$,the foregoing were filed this 
3 day of July, 20 13 with: 

Docket Control 
4rizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Copies of the foregoing were mailed 
his 8* day of July, 2013 to: 

Patrick J. Black, Esq. 
FENNEMORE CRAIG, P.C. 
2394 E. Camelback Road, Ste. 600 
Phoenix, Arizona 8501 6-3429 
Attorneys for Cordes Lakes Water Company 

Neil Folkman 
Cordes Lakes Water Company 
2501 East Palo Verde 
Phoenix, Arizona 85016 
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CORDES LAKES WATER COMPANY 
Docket No W-0206OA-12-0356 
Test Year Ended December 31, 201 1 

SETTLEMENT TESTIMONY OF Mary J. Rimback 

TABLE OF CONTENTS TO SCHEDULES MJR 
I 

MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 
MJR 

1 Revenue Requirement 
2 Gross Revenue Conversion Factor 
3 Rate Base - Original Cost 
4 Summary of Original Cost Rate Base Adjustments 
5 Rate Base Adjustment #1 - Remove Non-used and Useful Land 
6 Rate Base Adjustment #2 - Reinstate Used and Useful Fully Depreciated Plant 
7 Rate Base Adjustment #3 - Net Ptant Additions 
8 Rate Base Adjustment #4 - Recalculation of Accumulated Depreciation 
9 Rate Base Adjustment #5 - Recognition of ClAC &Accumulated Amortization of ClAC 

10 Rate Base Adjustment #6 - Workina Capital Allowance 
11 Rate Base Adjustment #7 - Post Test Year Plant 
12 Summary of Income Statement - Test Year and Staff Recommended 
13 Summary of Operating Income Adjustments - Test Year 
14 Operating Adjustment #1 - Remove Non-Utility Revenues and Expenses for Contract Labor 
15 Operating Adjustment #2 - Normalization of Repairs 8 Maintenance 
16 Operating Adjustment #3 - Metered Revenues 
17 Operating Adjustment #4 - Depreciation Expense 
18 Operating Adjustment #5 - Property Tax Expense 
19 Operating Adjustment #6 - Income Tax Expense 
20 Operating Adjustment #7 - Water Testing Expense 
21 Operating Adjustment #8 - Unmetered Revenue 
22 Operating Adjustment #9 - Interest on Customer Deposits 
23 Operating Adjustment # I O  - Rate Case Expense 
24 Operating Adjustment #11 - Outside Accounting Services 
25 Operating Adjustment #12 - Bad Debt Expense and Purchased Power 
25 Operating Adjustment #I 3 - Purchased Power Expense 
27 Rate Design 
28 Typical Bill Analysis - 3/4-inch Meter 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

REVENUE REQUIREMENT 

LINE 
- NO 

1 Adjusted Rate Base 

DESCRIPTION 

2 Adjusted Operating Income (Loss)' 

3 Current Rate of Return (L2 / L1)' 

4 Required Rate of Return 

5 Required Operating Income (L4 * L i p 4  

6 Operating Income Deficiency (L5 - 

7 Gross Revenue Conversion Factor 

8 .  Required Revenue Increase (L7 * L6)" 

9 Adjusted Test Year Revenue 

10 Proposed Annual Revenue (L8 + L9)7 

1 I Required Increase in Revenue (%) 

Settiernent MJR-1 

i 

(A) (6) 
COMPANY STAFF 
ORIGINAL ORIGINAL 

COST 

$ ' 496,789 $ 163,913 

0.00% -3.79% 

8.00% 9.00% 

$ 37,000 $ 14,752 

$ 68,000 $ 20,965 

None 1.2965 

$ 77,000 [ $  27,182 1 
$ 403,993 $ 420,536 

$ 498,366 $ 447,718 

6.46% 19.06% 

References: 
Column (A): Company Schedule B-I Rate Base, Revised E-2 (9/24/2012) Income Statement 
Column (E): Staff Schedule MJR-3 & MJR-12 

' The Company's application (Schedule A-I) uses Net Income 2s Operating Income 
* The Company's rate of return, as filed, ts not a mathematical product of Operating Income 

divided by rate base 
Rate base ($496,789) tlmps ROR (8 0%) equals $39,743 
The Company requests a $30,000 water loss repair surcharge and a $10,000 meter replacemeit 
surcharge 
The Company's amount is not mathematicall~correct 
The Company's amount IS the total of Required Operating Income and both surcharges ($37,000 + 
$30,000 + $10,000). However, the Company's request for a $30,000 waIer loss surcharge 
only extends for two years and the $10,000 meter replacement surcharge only extends for three years 

($1 7,373) plus required operating income ($37,000) plus annual water loss surcharge ($30,000) 
pluse annual meter replacement surcharge ($1 0,000) 

3 

' Company's amount represents test year revenue ($403,993) plus adusted operatrng loss 
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CORDES IAKES WATER COMPANY 
Docket No W-M060A-124356 
Test Year Ended December 31,201 1 

GROSS REVENUE CONVERSION FACTOR 

x 

LINE 
- NO DESCRIPTION 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

li 
13 
14 
?5 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
57 

38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 

54 
55 
55 

p r  
Revenue 
Uncollecible Factor (Line 11) 
Revenues (L1 - U) 
Combined Federal and State Tax Rate (Line 17) + Propeny Tax Factor (Line 72) 
Subtotal (L3- L4) 
Revenue Conversion Factor (Li l L5) 

p 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined income Tax Rate (L7 - 18 ) 
Uncollectible Rate 
Uncollectible Factor (L9 * L10 ) 

Calculation of Effectrve Tax Rate: 
Operating lnwme Before Taxes (Anrona Taxable Income) 
Arizona State income Tax Rate 
Federal Taxable Income (L12 ~ L13) 
Applicabk Federal Income Tax Rate (Line 53) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 +L16) 

Calculation of Effecfive Pmoertv Tax Factor I 

Unity 
Combined Fedeal and State Tax Rate (tine 17) 
One Minus Combined Income Tax Rate (L18 - Ll9) 
Propem Tax Factor (MJR-17. L24) 
Effective Property Tax Factor (L 21 L 22) 
Combined Federal and State Tax and Property Tax Rate (t17+C22) 

Required Operating Income (Schedule MJR-1, Line 5) 
AdjustedTesl Year Opemtmg Income (Loss) (Schedule MJR-12, bne 40) 
Required Increase in Operating Income (L24 - L25) 
lnwme Taxes on Recommended Revenue (Co!. (D). L52) 
Income Taxes on Test Year Revenue (Col. (81, L52) 
Required Increase in Revenue lo Provide for Income Taxes (L27 . UB) 

Recommended Revenue Requirement (Schedule MJR-1, tine 10) 
Uncollectible Rate (Line 10) 
Uncollectible Expense on Recommenoed Revenue (E4 * L25) 
Adjusted Test Year hcollectibie Expense 
Required Increase in Revenue to Provide for Uncollectible 

Property Tax with Recommended Revenue (MJR-18. 119) 
Propeny Tax on Test Year Revenue (MJR-18, L 16) 
increasee in Property Tax Due to Increase in Revenue (MJR-18. i22) 

Total Required Increase in Revenue (L26 + L29 + L34+L37) 

(L32 - 133) 

Calculatm of Income Tax 

Revenue (Schedule MJR-12. Col.(C). Line 5 & Sch MJR-I, Coi (6). Line 10) 
Operating Expenses Wudrng Income Taxes 
Synchronized Interest (L47) 
Anzona Taxable Income (L36 - L317- L38) 
Anzona State income Tax Rate 
Anzona Income Tax (L39 x L40) 
Federal Taxabie income (L42- L43) 
Federal Tax on First Income Bracket ($1 . $50.000) Q 15% 
Federal Tax on Second Income Bracket ($50,001 - $75.000) Q 25% 
%deral Tax on Third Income Bracket ($75,001 - $100,000) Q 34% 
Federal Tax on Fourth Income Bracket (51W.001 - $335.000) Q 39% 
Fedeal Tax on F m  Income B&ef ($335,001 -$10.000,000) Q 34% 
Total Federal lncome Tax 
Combined Federal and State Income Tax (144 + L51) 

100.0000% 
20.9228% 
79.0772% 

1.8618% 
'i .4723% 

22.3951% 

$ 14,752 
$ 16.213) 

$ 20,965 

5 3,903 
s f1 .W)  

$ 5.547 

5 447.718 
- 0.6000% 

$ 2.686 
$ 2,523 

5 163 

$ 23,935 
$ 25:429 

t 505 

Ib 27.182 

p 
Rate Base (Schedule MJR-3, Col. (C), Line 17) 
Weighted Average Cost of Debt 
Synchronized Interest (L54 X L56) 

Settlement MJR-2 

STAFF 
Test Year Recommended 

s 420.536 $ 27.182 $ 447.718 
$ 428.394 $ 429.063 
a $ 

$ (7.~57) $ 18,655 
6.9680% 6 9680% 

s (547) 16 1.300 
$ (7.31 0) $ 17.155 
$ (1.0951 $ 2,503 
I $ 
$ $ 
$ $ 
$ s - +  

5 11,095) $ 2503 
I 11 644) $ 3,903 

~ 

Applicable Federal Income Tax Rate [Col. (0). L51 - Co!. (B). 151) /[Cot. (C), L45 - Col. (A). L451 

5 163,913 
0.00% 

$ 

15.0000% 



LINE 

I 
I 
I 

I 
I 
I 

~ 

I 

1 

I 

I 

Settlement MJR-3 

< 

CORDES LAKES WATER COMPANY 
Docket No W-0206OA-12-0356 
Test Year Ended December 31, 201 1 

RATE BASE - ORIGINAL CbST 

(A) (B) 
COMPANY 

AS STAFF 

(C) 
STAFF 

AS 

- NO. FlLED ADJUSTMENTS REF ADJUSTED 

1 Plant in Service $ 601,634 $ 555,446 $ 1,157,080 

2 Less: Accumulated Depreciation 139,712 756,683 896,395 

3 Net Plant in Service $ 461,922 $ (201,238) $ 260,684 

' LESS: 

4 Contributions in Aid of Construction (CIAC) $ $ 75,247 $ 76:247 
5 Less: Accumulated Amortization 
6 Net CIAC 

18,755 18,755 
57,492 57,492 

7 Advances in Aid of Construction (AIAC) 21,110 21,110 

8 Customer Deposits 15,170 18,170 

9 Deterred Income Tax Liabilites 

ADD: 
10 Unamortized Finance Charges 

11 Deferred Taussets 

12 Working Capital 74,147 (74,147) 

17 Original Cost Rate Base s 496,7a9 $ (332.876) $ 163,913 

References: 
Column (A), Company Schedule 5-1, 
Column (B): Schedule MJR-4  
Column (C): Column (A) + Column (B) 

k 
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CORDES LAKES WATER COMPANY 
Docket No. VV-0206OA-12-0356 
Test Year Ended December 31,201 1 

Settlement MJR - 5 

RATE BASE ADJUSTMENT #I - REMOVE NON-USED AND USEFUL LAND I 

Line 
I No. 

1 

References: 
Col [A]: Company Scnedeule 8-1 

Col IC]: MJR Testimmy 
COI [B]: COI [C] - Col [A] 

DESCRIPTION 

Land 

151 [CI 
STAFF 

w 
COMPANY STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 35,665 f (35.665) $ 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-7 2-0356 
Test Year Ended December 31,201 1 

I 

'RATE BASE ADJUSTMENT $2 REINSTATE USED AND USEFULL PLANT 

LINE ACCT 
N O . -  NO. DESCRIPTION 

1 31 1 Pumping Equipment 
2 331 Transmission & Distribution Mains 
3 333 Services 
4 347 Misceltaneous Equipment 

5 Totals 

1'41 
COMPANY 

2006 Balance 
AS 

FILED 
$ 10,558 

9,444 

Settlement MJR-6 

P I  [CI 
Decision No. 

701 70 
STAFF STAFF 

ADJUSTMENTS RECOMMENDED 
$ - $  10,558 

562,940 572,384 
19,350 19,350 

582 . 582 

$ 20,002 $ 582,872 $ 602,874 

[A]: Company Schedule E-5 and Detail 1118/2012 

[C]:MJR Testimony 
[B]: COI [C] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

RATE BASE ADJUSTMENT #3 NET PLANT ADDITIONS 

Settlement MJR-7 

LINE ACCT 
N O . -  NO. DESCRIPTION 

1 331 Transmission & Distribution Mains 
2 334 Meters & Meter Installation 
3 339 Other Plant & Misc. Equipment 
4 340 Office Furniture & Equipment 

5 Totals 

[A]: Company Schedule E-5 and Detail provided 1 1/8/20? 2 

[C]:MJR Testimony 
[B]: COl [C] - COI [A] 

[AI I B1 IC1 
COMPANY 

Addit ions STAFF STAFF 
11/8/2012 ADJUSTMENTS RECOMMENDED 

35,253 (I 2,292) 22,961 
5,166 1,235 6,401 
2,537 (926) 1,611 

$ 48,611 $ (8,085) $ 40,526 

$ 5,655 $ 3,898 $ 9,553 

- 
... .- I 



CORDES LAKES WATE2 COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Settlement IVIJR-8 

, 
RATE BASE ADJUSTMENT #4 - ACCUMULATED DEPREClATlON 

[AI PI [CI 
LINE COMPANY STAFF STAFF 
- NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Accumulated Depreciation $ 139,712 $ 756,683 $ 896,395 . 

References: 
Coi [A]: Company Schedule B-I 

Col [C]: MJR Testimony 
COI [B]: COI [C] - COI [A] 

, 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-I 2-0356 
Test Year Ended December 31, 201 1 

Settlement MJR-9 

R4l€ BASE ADJUSTMENT #5 - CIAC AND ACCUMULATED AMORTIZATION OF CIAC I 

LINE 
- NO. DESCRIPTION 

1 Contributions in aid of construction 

2 Accumulated Amortization of CIAC 

[AI P I  IC1 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ - $  7624.7 $ 76.247 

$ - $  18,755 $ 18 755 

References: 
Col [A]: Company Schedeule B-1 

Coi [C]: Decision 70170 
COI [B]: COI [C] - COI [A] 
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CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31, 201 1 

RATE BASE ADJUSTMENT #6 - WORKING CAPITAL ALLOWANCE 

LINE 
- NO. DESCRIPTION 

1 Working Capital Allowance 

Settlement MJR-70 

[AI IBI [CI 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 74,147 5 (74,147) $ 

References: 
Col [A]: Company Schedeule B-1 

Col IC]: MJR Testimony 
COI [B]: COI IC] - COI [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-I 2-0356 
Test Year Ended December 31,201 1 

RATE BASE ADJUSTMENT #7 - POST TEST YEAR PLANT 

LiNE 
- NO. DESCRIPTION 

1 311 Pumping Equipment 

2 Accumulated Depreciation-Application 

References: 
Col [A]: Company Schedeule 8-1 
Cot [B] Company Testimony 
Col [C]: Col [A] + Col {B} 

Settlement MJR-11 

[AI [Bl IC1 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 26,588 s 16,324 $42.91 2 

$0 $0 $0 



C 

CORDES LAKES WATER COMPANY 
Docket Nc. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME STATEMENT - ADJUSTED TEST YEAR AND STAFF RECOMMENDED Settlement MJR-12 

19 P I  
STAFF 

TEST YEhR 
AS 

ADJUSTED 

PI 

STAFF 
TEST YEAR 

ADJUSTMENTS 

[Dl 

STAFF 
PROPOSED 
CHANGES 

[AI 
COMPANY 
ADJUSTED 
TEST YEAR 

AS FILED 
STAFF 

RECOMMENDED 
LINE . v  
I NO. DESCRIPTION 

1 REVENUES: 
2 Metered Water Sales $ 9,093 $ 439,628 $ 412.446 $ 27,182 

6 27,182 

$ 403,353 
167,692 

640 
$ 571.685 

3 Received for Conrract Labor 
4 Miscelianeous Revenue 
5 Total Operating Revenues 

(167,692) 
7,450 

$ (151,149) 
8,090 

$ 420,536 
8,090 

F 447,718 

6 
7 
8 
9 
10 
11 
12 
13 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

OPERATING EXPENSES: 
Payroll 
Contract Labor 
Empiioyee Benefits 
Purchased Power 
Repairs and Maintenance 
Office Supplies and Expense 
Outside Sevices -Accounting 
Outside Sevices - Billing Services 
Outside Sevices - Computer Programming 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Rate Case Expense 
Regulatory Expense 
Misc Expense - Permits 
Misc Expenese - Travel 
Misc. Expenses - Utilities except Electricity 
Misc. Expenses - Bank Charges 
Misc. Expenses - Payroll Services 
Depreciation Expense 
Payroll Taxes 
Taxes other than Income (Sales Tax) 
Property Taxes 
Income Tax 

interest Income 
Interest Expense 

$ 309,095 
10,312 
29,422 
31,723 
12,650 
14,491 
3,660 

24.118 
3,511 
1,806 

28,150 
8,995 

33,033 
14,936 

$ (167,692) $ 141,403 
10,312 
29,422 
32,640 
? 3,662 
14,491 
10.000 
24.118 

3,511 
5.858 

28,150 
8,995 

33,033 
14,936 
6,000 

2.000 

3,391 
3,832 

E59 
17,127 

175 

23,429 
(1,644) 

1,050 

$ 141,403 
10,312 
29.422 
32,640 
13.662 
14,491 
10,000 
24,118 

3,511 
5.858 

28,150 
8.995 

33,033 
14,936 
6,000 

917 
1,012 

6,340 

4,052 

6,000 

2,000 2,000 

3,391 
1,304 

859 
37,195 

175 

3.391 
3,995 

859 
17,127 

175 

23,935 
3,903 

1,050 

2.528 

(20,068) 

163 

5.242 
(1.689) 

1,050 

506 
5.547 

18.187 
45 

39 Total Operating Expenses 
40 Operating Income (Loss) 

$ (162,308) 
5 11,160 

$ 426.750 
S (6,213) 

$ E,216 
$ 20,955 

t 432,966 
$ ?4,752 

$ 589.058 
$ (17,373) 

References. 
Column (A): Company Revlsed Schedule E-2,111812012 
Column (E): Schedule Surrebuttal MJR-12 
Column (C): Column (A) + Column (B) 
Column (D): Surrebuttal Schedules MJR-1 and MJR-2 
Column (E): Column (C) + Column (D) 
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CORDES LAKES WATER COMPANY 
Docke! No. W-O206OA-: 2-0356 
Test Year Ended December 31,201 1 

c 

Settlement MJR-14 

OPERATING INCOME ADJUSTMENT #l - REMOVE NON-UTILITY REVENUES AND EXPENSES FOR CONTRACT LABOR 
t IA1 PI IC1 

STAFF LINE COMPANY STAFF 
- NO DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Contiad Labor Revenue 
2 Payroll 
3 Operating lnmrne Affed 

$ 167,692 $ (167,632) $ 
$ 167,692 (167,692) $ 
$ $ $ 

References 
Col [A]: Company Scnedeule E-2 
Col p]: Col (C] - Col [A] 
Col IC] MJR Testlrnony 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

OPEAATlNG INCOME ADJUSTMENT 02 - NORMALIZATION OF REPAIRS & MAINTENANCE EXPENSES 

Settlement MJR-IC 

LINE 
- NO. 

1 

6 

DESCRIPTION 

Feoairs & Maintenance 

Repairs & Maintenance - Company's Test Year 201 1 
Repairs & Maintenance - 2010 Annual Stmt 
ReDairs & Maintenance - 2009 Annual Stmt 
Repairs & Maintenance expenses, past three years 

Average Repair & Maintenance expense (line 33) 

t 

[AI PI IC1 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 12,650 $ 1,012 $ 13,662 

$ 12,650 
17.221 
11:116 

$ 40,987 

$ 13.662 

References 
Col [A]: Company Schedeule C-1 

Col [C]: Normalized Repairs & Maintenance Expense Cot [C] L6. 
COI [B]: COI [C] - COI [A] 

1 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test  Year Ended December 31, 201 1 

OPERATING INCOME ADJUSTMENT #3 - METERED REVENUE 

LINE 
NO. DESCRIPTION 

1 Metered Revenue , 

Settlement MJR-f 6 

P I  PI IC1 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 403,353 $ 9.093 $ 412,446 

References: 
Col [A]: Company Schedule E-2 Revised 9/24/2012 

Col [C]: MJR Testimony 
COI [B]: COl [C] - Col [A] 

Bill Count Revenue 

1 inch Meter 2,397 
2 inch Meter 5,452 
Subtotal f 412.446 

3/4 inch Meter s 404,597 



CORDES LAKES WATER COMPANY 
Docket No. W4206OA-12-0356 
Tesi Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #4 - DEPRECIATION EXPENSE 

Settlement MJR47 

i 
IAI I s l  ic1 

Line ACCT Depreciable Projected 
No. NO. DESCRIPTION AMOUNT Amount RATE EXPENSE 

Plantin Sewice 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
i 3  
14 
15 
16 
17 
18 
19 
20 
22 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 

32 
33 
34 
35 

LINE 
NO 

36 

- 

301 Organization 
302 Franchises 
303 Land and Land Rights 
304 Structures 8 Improvements 
305 Collecting 8 Impounding Resewoirs 
306 Lakes, Rivers, Other Intakes 
307 Wells and Springs 
308 IMltration Gallenes and Tunnels 
309 Supply Mains 
31 0 Power Generation Equipment 
31 1 Pumping Equipment 
320 Water Treatment Pian! 
330 Distribution Resewoirs & Standpipes 
331 Transmission & Distnbution Mains 
333 Services 
334 Meters & Meter Installation 
335 Hydrants 
336 aacMlw Prevention Devices 
339 Other Plant 8 Misc. Equipment 
340 Office Furniture & Equipment 
341 Transportdim Equipment 
342 Stores Equipment 
343 Tools, Ship & Garage Equipment 
344 Laboratory Equipment 
345 Power Operated Equipment 
346 Comrnunimtion Equipment 
347 Miscellaneous Equipment 
348 Other Tangible Plant 

8 - $  

6.657 

167,348 

42,912 

141,632 
581,937 
19,350 
58.550 

60,550 
6,101 

71,461 

582 

Subtstal General s 1,157,080 $ 
Less: Non- depreciable Account@) (13) 
Depreciable Plant (L29-L30) $ 1,157,080 $ 

Contributions-in-Aid-of-Construction (CIAC) Per 
Decision NO. 54526 (liZ8/19E5) - Not Amorbzed $ 76.247 
Composite Depreuahon/Arnortizattlon Rate 4 95% 

Less: Amortization of CIAC (L32 x L33) 
Depreciation Expense - STAFF [Col. (C), L29 - L34I 

4,400 

151,579 

32.354 

94,458 
19,442 

50,811 

60,550 
6,101 
2,412 

422,507 

422.507 

0.00% 
0.00% 
0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 

12.50% 
3.33% 
2.22% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 
20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
0.00% 

1d.7 

5,061 

4,044 

2.057 
389 

4,233 

4,039 
407 
482 

$ 20,898 

5 3,771 
$ 17,127 

DESCRIPTION 

Depreciation Expense 

[AI 
COMPANY 
PROPOSED 

PI [CI 
STAFF STAFF 

ADJUSTMENT RECOMMENDED 

$ 37.195 $ 120,068) $ 17.127 

References: 
Cot [A]: MJR-4 
Col [E]: Decision No. 70170 and updated Plant Schedules 
Col [C]: MJR Testimony 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-72-0356 
Test Year Ended December 31,201 1 

9 OPERATING INCOME ADJUSTMENT #5 - PROPERTY TAXES 

I 

Settlement MJR-18 

LINE STAFF 
NO. Property Tax Calculation AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

a 

Stafi Adjusted Test Year Revenues - 201 1 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Recommended Revenue, Per Schedule MJR-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutiiplier 
Revenue Base Value (Line 7 Line 8) 
Plus 10% of CWlP - 
Less Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate 

$ 420,536 
2 

420,536 
1,261,609 

3 
420,536 

2 
841,073 

2.171 

20.0% 

13.9638% 

841,073 

838,902 

I 67,780 

Staff Test Year Adjusted Properly Tax (Line 14 * Line 15) $ 23,429 
Company Proposed Property Tax 18,187 

Staff Test Year Adjustment (Line 16-Line 17j $ 5,242 
Property Tax - Staff Recommended Revenue (Line 14 * Line 15) 
Staff Test Year Adjusted Properly Tax'Expense (Line 16) 
Increase in Property Tax Expense Due to Increase in Revenue Requirement 

Increase to Property Tax Expense 
Increase in Revenue Requirement 
Incre3se to Property Tax per Dollar Increase in Revenue (Line2ZLine 23) 

$ 420,536 
2 

$ 841,073 

1,288,791 
$ 44771 a 

3 
429,557 

2 
859,194 

2,171 

20.0% 
$ 171,405 

$ 

6 857,023 

7 3.9638% 

$ 23,935 
$ 23,429 
$ 506 

$ 506 

1.861 840% 
27,i a2 
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CORDES LAKES WATER COMPANY 
Docket NO. w-02060~- 12-0356 
Test Year Ended December 31 201 1 

OPERATING INCOME ADJUSTMENT #6 - TEST YEAR INCOME TAXES 

LINE 
- NO. DESCRIPTION 

1 income Tax Expense 

References: 
Col [A]: Company Schedeule E-2 Revised 9/24/20:2 
Col iBj. Col [C] - Col [A] 
Col [C]: Schedule  MJR-2, Line 43 

[AI 
COMPANY 
PROPOSED 

8 45 

PI 
STAFF 

ADJUSTMENTS 

s (1,689) 

Settlement MJR-l9  

[CI 
STAFF 

RECOMMENDED 

$ U P 4  



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

OPEWTING INCOME ADJUSTMENT #7 WATER TESTING 

LJNE 
- NO. DESCRf PTlON 

1 Water Testing Expense 

References: 
Col [A]: Company Schedule E-2 

Col [CJ: Engineering Report 
COI [B]: Col IC] - Col [A] 

SeMernent MJR-20 

‘I 

[AI P I  IC1 
COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 1,806 $ 4,052 S 5.858 



CORDES LAKES WATER COMPANY 
Docket No. W-02060A-12-0356 
Test Year Ended December 31,201 1 

Settlement MJR-21 

OPERATING INCOME ADJUSTMENT #8 -' NON-METERED REVENUE FEES 

LINE 

- NO. DESCRIPTION 

1 Mise income Net 
2 Establishment 
3 Reconnection 
4 After Hours Reconnection 
5 Re-Establishment 

$ 

[AI 
COMPANY 

PROPOSED 
9/24/20 12 

STAFF 
ADJUSTMENTS 

STAFF 
RECOMMENDED 

640 $ (640) 
$ 6,825 
$ 1,045 
$ 150 
$ 70 

$ 
6,825 
1,045 

150 
70 

6 $ 640 $ 7,450 3 8,090 ] 

Mise Income Net 
Establishment 
Reconnection 
After Hours Reconnection 
Re-Establishment 

COMPANY 
Revised 

8/17/2012 
$ 

6,825 
1,045 

150 
70 

References: 
Col [A]: Company Schedeule A-2 (8) 

Col [C]: Schedule Column A plus Column B 
Cot [B]: COI [C] - COI [A] 
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CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31, 201 1 

Settlement MJR-22 

OPERATING INCOME ADJUSTMENT #9 - INTEREST ON CUSTOMER DEPOSITS 

!AI 
LINE 

- NO. DESCRIPTION 
COMPANY STAFF 
PROPOSED ADJUSTMENTS 

1 Interest on Customer Deposits $ $ 1,050 

References. 
Col [A]: Company Schedeule A-2 (B) 

Col [C]: MJR Testimony 
COI [B]: COI [C] - COl [A] 

STAFF 
RECOMMENDED 

$ 1,050 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Settfernent MJR-23 

OPERATING INCOME ADJUSTMENT #IO - RATE CASE EXPENSE 

LINE 

- NO. 

1 

x .  

DESCRIPTION 

Rate Case Expense 

[AI P I  IC1 

COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ $ 6.000 $ 6,000 

References: 
Col [A]: Company Schedule E-2 

Coi IC]: MJR Surrebuttal Testimony 
COI [B]: Cot [C] - COI [A] 



f. 

CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

OPERATING iNCOME ADJUSTMENT #11- OUTSIDE ACCOUNTING SERVICES 

LINE 

NO. DESCRIPTION 
COMPANY STAFF 

PROPOSED ADJUSTMENTS 
$ 6,340 

- 
1 Outside Sevices - Accounting $ 3,660 

References: 
Col [A]: Company Schedule E-2 

Col [C]: MJR Surrebuttal Testimony 
COI [B]: COI [C] - Cot [A] 

Settlement MJR-24 

STAFF 
RECOMMENDED 
$ 10.000 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENTMZ - BAD DEBT EXPENSE 

LINE 

- NO. 

1 
2 
3 

I 

DESCRIPTION 

IAI 

COMPANY 
PROPOSED 

; 

Settlement MJR-25 

PI IC1 

STAFF STAFF 
ADJUSTMENTS RECOMMENDED 

Mise. Expense - Bank Charges $ 1,304 $ 5 1,304 
Bad Debt Expense 
Total 

2,528 2.528 
$ 1,304 $ 2,528 $ 3 ~ 032 

References: 
Col [A]: Company Schedule E-2 

Coi [C]: Settlement 
COI [B]: COI [C] - COI [A] 



c '  

CORDES IAKES WATER COMPANY 
Docket No, W-02060A-12-0356 
Test Year Ended December 31, 201 1 

OPERATING INCOME ADJUSTMENT #13 - PURCHASED POWER EXPENSE 

Settlement MJR-26 

LINE 

- NO. 

1 
2 
3 

DESCRIPTION 

Purchased power 

Total 

COMPANY STAFF STAFF 
PROPOSED ADJUSTMENTS RECOMMENDED 

$ 31,723 $ 917 $ 32,640 

$ 31,723 $ 917 $ 32,640 

References : 
Col [A]' Company Schedule E-2 

Col IC]: Settlement 
COI [B]: COl [C] - COl [A] 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Settlement MJR-27 
Page < of 2 

Present -Proposed Rates- 

Monthly &age Charge 
518" x 314" Meter 

314" Meter 
1' Meter 

11%' Meter 
,? Meter 
3" Meter 
4" Meter 
6' Meter 
8' Meter 

10" Meter 
1 Y Meter 

Gallons included in Minimum 

ComrnodltV Rate Chame 

V4" Meter 
Company 
Tier 1 
Tier 2 
Tier 3 Over 8,000 gallons 
Staff 
Tier 1 
Tier 2 
Tier 3 Over 8 . W  gallons 

7" Meter 
Company 
Tier 1 
Tier 2 Over 16,000 gallons 
Staff 
Tier 1 
Tier 2 Over 10,000 gallons 

1%" Mefer 
Company 
Tier 1 
Tier 2 Over 43,500 gallons 
Staff 
Tjer 1 
Tter 2 Over 17,000 gallons 

2" Meter 
Company 
Tier 1 
Tier 2 Over 75,000 gallons 
Staff 
Tier 1 
Xer 2 Over 26,000 gallons 

3" Meter 
Company 
Tier 1 
Tier 2 Over 150,000 gallons 
Staff 
Tier 1 
Tier 2 Over 50,000 gallons 

From 0 to 3,000 gallons 
From 3,001 to 8,000 gallons 

From 0 to 3,000 gallons 
From 3,001 to 8,000 gallons 

From 0 to 18,000 gal)ons 

From 0 to 10,000 gallons 

From 0 to 43,500 gallons 

From 0 to 17,000 gallons 

From 0 to 75,OM) gallons 

From 0 to 26.000 gallons 

From 0 10 160,000 gallons 

From 0 to 50,000 gallons 

4" Meter 
Company 
Tier 1 
Tier 2 Over 290,000 gallons 
Staff 
Tier 1 
Tier 2 Over 75,000 gallons 

6" Meter 
Company 
Tier 1 
Ter 2 Over 530,000 gallons 
Staff 
Tier 1 
Tier 2 Over 150,000 galions 

From 0 to 290,000 gallons 

From 0 to 75,000 gallons 

From 0 to 530 000 g?llOnS 

From 0 to 150,OLM gallons 

Rates Company 
NIA NIA 

$ 11.00 $ 13.50 S 
19.50 24.50 
39.00 48.75 
62.50 78.00 

125.00 156.00 
22000 275.00 
390.00 485.00 
NIA NIA 
NIA NIA 
NIA NIA 

Staff 

11.75 
19.50 
39.25 
62.50 
125.W 
195.00 
390.00 

NIA 

NIA 
NIA 
NIA 

0 0 0 

2.80 3.30 
4.30 5.25 
5.00 6.00 

2.85 
4.25 
6.50 

4.30 5.25 
5.00 6.00 

4.25 
6-50 

4.30 5.25 
5.00 6.00 

4.25 
6.50 

4.30 5.25 
5.00 6.00 

4.25 
6.50 

4.30 5.25 
5.00 6.W 

4.25 
6.50 

4.30 5.25 
5.00 6.00 

4.25 
6.59 

4.30 5.25 
5.00 6.00 

4.25 
6.50 



MJR-27 
Page 2 of 2 

Service Line and Meter Installation Charges 
518" x 34" Meter I 

314" Meter 
1" Meter 

1 x" Meter 
2" Meter 
3" Meter 
4" Meter 
6" Meter 

Service Charges 
Establishment 
Establishment (After Hours) 
Reconnection (Delinquent) 
Reconnection (Delinquent) After kiours 
NSF Check 
Meter Re-Read (If Correct) 
Meter Test (If  Correct) 
Deferred Payment (per Month) 
Deposit Amount 
Deposit lilterest 
ReEstablishment (Within 12 Months) 
Late Fee (per Month) 
Road Cutting or Bonng 
After Hours Service Charge (Customer Reuuest) 

NIT N i l  
520.00 Sam as Stan 
610.00 Same as Stas 
855.00 Same staff 

1,5!5.DO Same 8s staff 
2,195.00 Samesssafl 
3,360.00 Same as sari 
6,115.00 Semeasstaff 

$25.00 
$35.00 
$15.00 
$25.00 
$12.50 
$10.00 
$25.00 

1.5% 

.. 
1.5% 
cost 
NTT 

NT = No Tariff 
Monthly Service Charge for Fire SpnnMer 

4" or Smalier 
6' 
8" 
10" 
Larger than 10" 

* Per Commission Rules (R14-2-403.8) ... Months off system times the minimum (R14-2403.0) ..+ 1.5% on the unpaid baiance per month .... 2.00% of Monthly Minimum for a Comparable Sized Meter Connection, 
but no less than $10.00 per month. The Service Cnarge for Fire Spnnkiew 
is only applicable for service lines seperate and distinct from the pnmary 
water service line. 

$0.00 
0.00 
0.00 
0.00 
0.00 

$30.00 
$40.00 
$20.00 

Service Meter 
Line 
N n  
426.00 
486.00 

720.00 
930.00 

1,332.00 
2.000.00 

s2a.00 

$30.00 

$20.00 
NT 

$30.00 NT 
$15.00 $15.00 
$12.00 $12.00 
$30.00 $30.00 
1.5% +.. 

+. +. 
++. 1.5% 

cost cost 
NIT $15.00 

- $0.00 
0.00 
0.00 
0.00 
0.00 

- - - - 

Installatton 
NIT 
198.00 
246.00 
498.00 

1,098 .DO 
1,764.00 
2.700.00 
5.350.00 

Total 
NIT 
624.00 
732.00 

1,026.30 
1.818.00 
2,69$.00 
4,032.00 
7,350.00 



CORDES LAKES WATER COMPANY 
Docket No. W-0206OA-12-0356 
Test Year Ended December 31,201 1 

Settlement MJR-28 

General Service 3/4 - inch Meter 

Average Number of Customers: 1,291 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates increase increase 

Average Usage 4,169 $24.42 $29.54 $5.1 I 20.92% 

3,088 $1 9.78 $23.86 $4.08 20.65% 
. .  

Median Usage 

Present & Proposed Rates (Without Taxes) 
General Service 314 - inch Meter 

Gallons 
Consumption 

0 
1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
15,000 
20,000 
25,000 
50,000 
75,000 

125,000 
150,000 
175,000 
200,000 

100,poo 

Present 
Rates 

$1 1 .oo 
13.80 
16.60 
19.40 
23.70 
28.00 
32.30 
36.60 
40.90 
45.90 
50.90 
75.90 

100.90 
225.90 
250.90 
375.90 
500.90 
625.90 
750.90 
875.90 

1 .,000.90 

Company 
Proposed 

Rates 

$13.50 
16.80 

23.40 
28.85 
33.90 
39.15 
44.40 
49.65 
55.65 
61 .E5 
91.65 

121.65 
151.65 
301.65 
451.65 
601.65 
751.65 
901.65 

1,051.65 
1,201.65 

50.10 

% 
Increase 

22.73% 
21.74% 
21 .OB% 
20.62% 
20.89% 
21.07% 
21.21% 
21.31% 
21.39% 
21.24% 
21.12% 
20.75% 
20.56% 
20.45% 
20.23% 
20.15% 
20.11 % 
20.09% 
20.08% 
20.07% 
20.06% 

% 
Increase 

6.82% 
5.80% 
5.22% 
4.64% 
3.59% 
2.86% 
2.32% 
1.91% 
1.59% 
4.68% 
7.17% 

14.69% 
18.48% 
20.77% 
25.37% 
26.91% 
27.68% 
28.14% 
28.45% 
28.67% 
28.84% 
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